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PREFACE
This publication is the seventh in a series produced by the Institute’s Technical Research 
Division through use of the Institute’s National Automated Accounting Research System  
(NAARS). The first six publications in the series are:
•  Illustrations of Accounting Policy Disclosure
A survey of applications of APB Opinion No. 22
•  Illustrations of Reporting Accounting Changes
A survey of reporting under APB Opinion No. 20
• Illustrations of Reporting the Results of Operations
A survey of applications of APB Opinion No. 30
•  Illustrations of Interperiod Tax Allocation
A survey of applications of APB Opinion Nos. 11, 23, 24, 25, and SEC Release No. 149.
•  Illustrations of the Statement of Changes in Financial Position
A survey of Reporting under APB Opinion No. 19
•  Illustrations of the Summary of Operations and Related Management 
Discussion and Analysis
A survey of the Application of Rules 14a-3 and 14c-3 of the
Securities Exchange Act of 1934 in annual reports to stockholders
It is the division’s intention to periodically publish similar compilations of information of 
current interest dealing with aspects of financial reporting.
The examples presented were selected from over six thousand annual reports stored in the 
NAARS computer data base.
The views expressed are solely those of the staff of the Technical Research Division.
William C. Bruschi
Vice President-Research & Review
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I
SCOPE AND PURPOSE OF THE SURVEY
DISCUSSION OF DEPARTURES IN SAS NO. 2
Business enterprises regularly issue financial statements that are intended to present finan­
cial position, results of operations, and changes in financial position in conformity with generally 
accepted accounting principles. The independent auditor’s “standard report” on an examination of 
financial statements of that type consists of two paragraphs. In the first (“scope”) paragraph the 
auditor states that the examination was made in accordance with generally accepted auditing 
standards. In the second (“opinion”) paragraph the auditor expresses his opinion that the financial 
statements present fairly the financial position of the enterprise at the balance sheet date and the 
results of operations and changes in financial position for the period ending on the balance sheet 
date, in conformity with generally accepted accounting principles applied on a basis consistent 
with that of the preceding period. The financial statements examined may pertain to one or more 
years.
Statement on Auditing Standards No. 2 (SAS No. 2), “Reports on Audited Financial State­
ments,” names seven circumstances that may call for a departure from the standard report:
1. The scope of the auditor’s examination is affected by conditions that preclude the applica­
tion of one or more auditing procedures he considers necessary in the circumstances.
2. The auditor’s opinion is based in part on the report of another auditor.
3. The financial statements are affected by a departure from a generally accepted accounting 
principle.
4. The financial statements are affected by a departure from an accounting principle pro­
mulgated by the body designated by the AICPA Council to establish such principles.
5. Accounting principles have not been applied consistently.
6. The financial statements are affected by uncertainties concerning future events, the 
outcome of which is not susceptible of reasonable estimation at the date of the auditor’s 
report.
7. The auditor wishes to emphasize a matter regarding the financial statements.
SAS No. 2 discusses the type of report that is appropriate in each of those circumstances. SAS 
No. 2 is reproduced as Appendix A of this Survey.
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SAS No. 2 refers to several sections of Statement on Auditing Standards No. 1, “Codification 
of Auditing Standards and Procedures,’’ that discuss departures from the auditor’s standard 
report. Section 543 discusses departures that may be called for because the auditor’s opinion is 
based in part on the report of another auditor. Sections 430.01-430.06 and 545.01-545.05 discuss 
departures that may be called for because of a nonconformity with generally accepted accounting 
principles attributable to inadequate disclosure or to the omission of a statement of changes in 
financial position. Section 546 discusses departures that may be called for because accounting 
principles have not been applied consistently. Those sections of SAS No. 1 are reproduced as 
Appendix B of this Survey.
SOURCE OF ILLUSTRATIONS
The determination of the need for a departure from the auditor’s standard report and the 
selection of appropriate modifying language in accordance with SAS No. 2 require considerable 
judgment. An auditor who is confronted with problems in applying the Statement can benefit from 
learning how other auditors are applying it in practice. Accordingly, this publication presents 
auditors’ reports on recently published financial statements that illustrate its application.
The AICPA National Automated Accounting Research System (NAARS) was used to com­
pile the information. The 111 reports presented were selected from more than 6,000 reports 
stored in the computer data base.
Page I 2
II
UNCERTAINTIES
In certain instances, the outcome of matters that may affect the financial statements or the 
disclosures required therein is not susceptible of reasonable estimation, and it cannot be deter­
mined whether the financial statements should be adjusted or in what amount. When there are 
material uncertainties, the outcome of which is not susceptible of reasonable estimation, SAS No. 
2 advises the auditor to consider departing from the standard report. Departure is not considered 
necessary if there is little likelihood that resolution of the uncertainty will have a material effect 
on the financial statements.
If a departure is necessary because of a material uncertainty, the auditor is advised by SAS 
No. 2 to include the words “subject to” in the opinion paragraph and follow them by a reference to 
the effects of the uncertainty on the financial statements. However, the auditor is not precluded 
from disclaiming an opinion because of the uncertainty.
A report containing a “subject to” opinion or disclaimer of opinion because of a material 
uncertainty is to contain an additional paragraph, which is to be referred to in the opinion 
paragraph. The auditor is to disclose in the additional paragraph all the substantive reasons for his 
“subject to” opinion or disclaimer of opinion and to state that the effects of the uncertainty on the 
financial statements are not reasonably determinable. If the disclosure is made in a note to the 
financial statements, the explanatory paragraph may be shortened by referring to it.
Following are 47 recently published audit reports departing from the standard report format 
because of material uncertainties. These reports are apparently in conformity with SAS No. 2. 
One of the reports contains a disclaimer of opinion and the rest contain a “subject to” opinion. The 
reports are grouped according to the type of the uncertainty causing the departure. Reports 
referring to uncertainties of more than one type are classified under only one of the types.
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CONTINUATION AS A GOING CONCERN
CHICAGO, ROCK ISLAND AND PACIFIC RAILROAD COMPANY
Auditor’s Opinion
To the Shareholders, Board of Directors and Trustee of the Property of 
Chicago, Rock Island and Pacific Railroad Company
We have examined the consolidated balance sheet of Chicago, Rock Island and Pacific Railroad 
Company (now a debtor in reorganization) and subsidiaries as of December 31, 1974 and 1973, and the 
related consolidated statements of operations and retained income and of changes in financial position 
for the years then ended. Our examinations were made in accordance with generally accepted auditing 
standards and accordingly included such tests of the accounting records and such other auditing 
procedures as we considered necessary in the circumstances.
On March 17, 1975, the company filed a petition for reorganization under Section 77 of the Federal 
Bankruptcy Act. The District Court of the United States for the Northern District of Illinois, Eastern 
Division has appointed a trustee of the property and ordered that the railroad be operated free of any 
prescribed or fixed time limitation, subject only to further order of the court.
The company and its subsidiaries sustained losses aggregating approximately $97,000,000 during 
the eight years ended December 31 , 1974, and from time to time during recent years have experienced 
acute shortages of cash. The ability of the company to continue operations in reorganization, to 
upgrade its physical plant, and ultimately to achieve substantially improved operations is dependent 
upon many factors, the most significant of which is the availability of adequate financial resources. We 
do not express any opinion as to the company’s ability to continue operations on a going-concern basis.
The accompanying financial statements have been prepared on the basis of accounting principles 
applicable to a going concern. This basis presumes that cash will be available to finance future 
operations and that the realization of assets and settlement of liabilities, contingent obligations and 
commitments will occur in the ordinary course of business, rather than through a process of forced 
liquidation. Accordingly, such financial statements do not purport to present: (1) the realizable value 
of all assets or their availability on a liquidation basis, (2) the amounts or priorities of liabilities and 
contingencies which may be allowed in the reorganization proceedings or (3) the effects upon 
shareholder accounts, or upon future operations, of any changes which may be made in the capitaliza­
tion of the company or in the manner of conducting its business.
In our opinion, subject to the effects of such adjustments, if any, that might be required if the 
outcome of the uncertainties described above were known, the consolidated financial statements 
examined by us present fairly the financial position of the Chicago, Rock Island and Pacific Railroad 
Company and subsidiaries at December 31, 1974 and 1973, and the results of their operations and the 
changes in their financial position for the years then ended, in conformity with generally accepted 
accounting principles consistently applied.
OXFORD FIRST CORP.
Auditor’s Opinion 
To the Shareholders 
Oxford First Corp.
Philadelphia, Pennsylvania
We have examined the consolidated balance sheet of Oxford First Corp. and subsidiaries as of 
December 31, 1974 and the related consolidated statements of operations, retained earnings (deficit) 
and changes in financial position for the year then ended. Our examination was made in accordance 
with generally accepted auditing standards, and accordingly included such tests of the accounting 
records and such other auditing procedures as we considered necessary in the circumstances.
The aforementioned financial statements have been prepared on a going-concern basis and do not 
reflect any downward adjustments (presently not determinable) to the carrying value of assets which 
could be required in the event of disposal other than in the ordinary course of business. As discussed in 
Note 6, the Company and its finance subsidiary have entered into a debt restructuring agreement 
with an agent for the finance subsidiary’s lenders. The agreement requires that all such lenders 
become signatories by July 15, 1975. At April 30, 1975, pending consummation of this agreement, 
there were continuing events of default under substantially all of the finance subsidiary’s loans and 
preferred stock agreements, some of which have resulted in law suits. In addition, as discussed in 
Note 2, the Company adopted a plan to discontinue the real estate land development operations of its 
real estate subsidiary. Management estimates that the Company will recover its investment (adjusted 
to estimated realizable value) in real estate and related assets, as well as carrying and operating costs
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during the planned two-year disposal period. These estimates are based upon its judgment of probable 
realization values considering the current and probable market conditions over the ensuing two years. 
Such estimates are not susceptible to substantiation by auditing procedures and the actual amounts 
realized may be lesser or greater than the amounts estimated. Therefore, continuation of the business 
is dependent on (1) consummation of the debt restructuring agreement with the finance subsidiary’s 
lenders, (2) maintaining adequate financing arrangements with all lenders, (3) recovery of the real 
estate subsidiary’s investment in real estate and related assets, as well as carrying and operating costs 
during the disposal period and (4) achieving profitable operations. Should any of these circumstances 
interrupt the continuity of the business, the realization of assets and order of maturity of liabilities 
may be adversely affected. Moreover, as described in Note 12, a lender has demanded payment of 
loans relating to a joint venture and the Company is involved in several lawsuits and the outcome of 
these matters is uncertain.
In our opinion, subject to the effects of the matters discussed in the preceding paragraph, the 
aforementioned financial statements present fairly the consolidated financial position of Oxford First 
Corp. and subsidiaries at December 31, 1974, and the consolidated results of their operations and 
consolidated changes in their financial position for the year then ended, in conformity with generally 
accepted accounting principles applied on a basis consistent with that of the preceding year except for 
the change, with which we concur, in the method of recognizing finance income on certain loans as 
described in Note 1 to the consolidated financial statements.
Notes to Financial Statements 
2. Discontinued Operations:
In December 1974, the Company announced its decision to discontinue its real estate land de­
velopment and auto servicing operations and to embark on an orderly plan of disposal of these 
operations. In January 1975, the auto servicing subsidiary was sold for $550,000 in cash. Management 
expects that the disposition of the assets of its real estate subsidiary (primarily land held for resale) 
will require approximately two years.
A summary of the discontinued operations of the real estate land development and auto servicing 
subsidiaries included in the accompanying consolidated statement of operations is as follows:
1974 1973
Auto Auto
Real Estate Servicing Real Estate Servicing
Income (loss) from operations: $ 4,742,100 $1,569,012 $10,232,902 $1,540,174
Revenues 6,283,706 1,703,313 4,285,148 1,659,761
Operating expenses 1,396,802 — 3,025,556 —
Cost of real estate sold 2,166,342 (5,999) 333,368 2,041
Provision for losses 3,916,426 — 1,762,142 —
Interest (206,202) (3,000) 419,000 (40,000)
Deferred income taxes 13,557,074 1,694,314 9,825,214 1,621,802
Operating income (loss) from
discontinued lines (8,814,974) (125,302) 407,688 (81,628)
Provision for loss on sale of auto 
servicing subsidiary including 
write-off of goodwill of $291,414 
and net of deferred income taxes
of $6,000 — (528,844) — —
Income (loss) from discontinued
operations $ (8,814,974) $ (654,146) $ 407,688 $ (81,628)
The consolidated balance sheet at December 31, 1973 includes the assets of discontinued opera­
tions in their traditional classification, while the consolidated balance sheet at December 31, 1974 
includes such assets under the caption “Estimated realizable value of net assets of discontinued real 
estate land development operations,” as follows:
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Real estate assets:
Land, at cost (including carrying and other nondevelopment costs):
Hawaii $21,871,667
Hilton Head Island, S.C. 10,649,990
Indian Lake Estates, Fla. 4,885,104
Other acreage 389,903
37,796,664
Property, plant and equipment at cost,
less accumulated depreciation of $998,179 4,856,281
Investments in real estate joint ventures, at cost 1,361,866
Receivables, net 254,853
Deferred income on installment retail lot sales (542,457)
Other assets 182,628
43,909,835
Net assets of auto servicing subsidiary 793,430
44,703,265
Less provision for losses on sale of auto servicing subsidiary and provision
for losses on receivables and investments in real estate joint ventures (1,768,427)
$42,934,838
Carrying costs and other nondevelopment costs (primarily interest capitalized in 1974 and 1973 
with respect to real estate operations aggregated $2,983,360 and $2,977,000, respectively.
6. Notes Payable:
As of March 31, 1975, the Company and its subsidiaries entered into a tentative Extension and 
Security Agreement (relating to the finance subsidiary) and consummated a Loan Agreement (relat­
ing to the real estate subsidiary). Significant provisions of these agreements are:
Extension and Security Agreement (Tentative):
(a) All lenders are required to sign the agreement by July 15, 1975 or it is cancelable by the 
Company or its lenders during the ensuing 30 days. Management is unable to predict at 
this time whether all of the lenders will sign the agreement.
(b) Bank debt is reduced by the amount of the related remaining compensating balances 
($2,930,000) and repayment is deferred until March 31, 1977.
(c) The agreement has a term of two years and all debt covered by this agreement becomes 
due upon its termination on March 31, 1977.
(d) The interest rate on substantially all debt under this agreement is calculated at 130% of 
the prime commercial rate, but not more than 10½%, nor less than 8%. Interest is payable 
at the rate of 7½% during the term of the agreement; the difference between the actual 
rate, as described above, and the amount payable is due at the date the agreement 
terminates on March 31, 1977.
(e) The President and Chairman of the Board, Aaron A. Gold, must remain chief executive 
officer of the Company.
(f) Substantially all of the finance subsidiary’s assets are pledged as collateral, including all of 
the common stock of a subsidiary.
(g) The finance subsidiary may not pay dividends or incur additional debt except as described 
in (h) below.
(h) Collections of finance receivables in excess of the working capital requirements of the 
finance subsidiary and a division of the real estate subsidiary are to be paid to the lenders. 
The finance subsidiary may reborrow such amounts under this provision for the purpose of 
purchasing real estate receivables from its real estate affiliate and/or loan portfolios, and 
for making loans, with certain restrictions, in the ordinary course of business.
During the course of negotiating the above described tentative Extension and Security Agree­
ment, the finance subsidiary has not made interest or principal payments otherwise due and is 
currently in default under substantially all its loan agreements and has been deemed to be notified by 
its lenders. Accordingly, substantially all of the related debt in the accompanying balance sheet is due 
on demand and will remain so until all the lenders sign the Extension and Security Agreement. 
Several of the Company’s lenders have filed suits seeking recovery of their respective outstanding 
loans.
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Loan Agreement:
(a) The interest rate on all debt is 130% of the prime commercial rate, but not more than 
10½% nor less than 8%. Accrued interest is payable on March 31, 1976 and March 31, 1977. 
Repayment of the debt covered by this agreement is deferred until March 31, 1977.
(b) The agreement, which terminates on March 31 , 1977, provides that the lenders will lend to 
the real estate subsidiary additional funds to a maximum of $3,000,000.
(c) The proceeds of all real estate sales, net of expenses, must be remitted to the lenders.
(d) Substantially all of the real estate subsidiary’s assets are pledged as collateral.
A summary at December 31 , 1974 of notes payable under the above described agreements and all 
other notes payable is:
Extension and Security Agreement (Tentative):
Banks
Senior notes 
Subordinated notes
Loan Agreement:
Banks
Other Notes Payable:
Mortgage notes payable, interest rates ranging from 
4% to 8¾% maturing in installments through 1992, 
and collateralized by land held for development or 
sale and property and improvements 
Other, interest rates ranging from 6% to 12½%, 
unsecured
$26,548,000
6,787,600
5,092,672
38,428,272
9,675,461
11,986,466
928,329   
$61,018,528
The average interest rate for notes payable, banks (due on demand) at December 31, 1974 is 
12.1%. Maximum aggregate bank borrowings outstanding at any month-end during the years ended 
December 31, 1974 and 1973 were $38,610,000 and $32,700,000, respectively. Average bank borrow­
ings and the related average interest rate during the years ended December 31, 1974 and 1973 were 
$32,317,000 and 13.2% and $26,100,000 and 9.9%, respectively. The average contractual interest rate 
for senior, subordinated and mortgage notes payable at December 31, 1974 and 1973 was 6.6% and 
6.9%, respectively. In addition, at December 31, 1974, aggregate annual maturities of notes payable 
(except for bank notes payable due on demand), during the years ending December 31, 1975 and 
thereafter, as calculated in accordance with the terms of the respective loan agreements, would have 
been: 1975, $5,280,289; 1976, $3,447,578; 1977, $3,355,591; 1978, $2,607,817; 1979, $2,474,932; and 
thereafter, $7,628,860.
12. Commitments and Contingencies:
The Company, as of December 31, 1974, was in default with respect to a loan of $264,000 relating 
to a joint venture in which the Company is a partner, and was contingently liable as a guarantor of a 
loan for $600,000 (also in default) to the joint venture. The lender has demanded payment by the 
Company. The Company is currently negotiating with the lender for extended terms, but the outcome 
of such negotiations is uncertain. The Company is also involved in several active and threatened 
lawsuits in which plaintiffs seek approximately $158,000. The outcome of these lawsuits is similarly 
uncertain.
In April 1975, in connection with the settlement of a threatened lawsuit, the Company acquired 
the remaining 50% ownership of a real estate joint venture for $10,000 in cash and real property with a 
net book value of approximately $75,000. In connection therewith, a loan to that company, which had 
been guaranteed by the Company, in the amount of $1,400,000 was renegotiated with the lender, and 
under an agreement dated April 17, 1975 the due date of the note was extended to April 17, 1976 and 
the interest rate was reduced from 12% to 9%. The loan is collateralized by a condominium project, the 
joint venture’s principal asset.
Rental expense during 1974 and 1973 aggregated $428,000 and $494,000, respectively. As of 
December 31, 1974, aggregate rental commitments under a noncancelable lease for data processing 
equipment was approximately $105,000, payable at the rate of $21,000 annually.
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FIDELITY MORTGAGE INVESTORS
Auditor’s Opinion
The Trustees and Shareholders
Fidelity Mortgage Investors (Debtor-in-Possession):
We have examined the balance sheets of Fidelity Mortgage Investors (Debtor-in-Possession) as of 
October 31, 1974 and 1973 and the related statements of earnings (loss), shareholders’ equity and 
changes in financial position for the years then ended. Our examination was made in accordance with 
generally accepted auditing standards, and accordingly included such tests of the accounting records 
and such other auditing procedures as we considered necessary in the circumstances.
Our opinion dated January 15, 1974 on the 1973 financial statements was subject to the Trust’s 
ability to continue as a going concern. However, we can no longer express that opinion because of the 
matter discussed in the following paragraph.
The accompanying financial statements have been prepared in conformity with generally ac­
cepted accounting principles which contemplate continuation of the Trust as a going concern. How­
ever, on January 30, 1975, the Trust filed a petition for an arrangement under Chapter XI of the 
Federal Bankruptcy Act. As more fully explained in note 2(b) of notes to financial statements, the 
filing of that petition may negate or substantially alter the underlying assumptions upon which the 
accompanying financial statements, particularly the allowance for possible losses, are based. If these 
assumptions are negated or substantially altered, the accompanying financial statements may be 
affected materially.
At October 31, 1974, non-income producing loans, loans in process of foreclosure and real estate 
acquired through foreclosure represented approximately 69.5% of the Trust’s total investments. The 
ultimate realization of the carrying value of the investments is dependent upon, in addition to the 
matter discussed in the preceding paragraph, the successful completion and marketing of the underly­
ing properties. Present depressed conditions in the general economy and, in particular, the real estate 
industry and the uncertainty of future conditions are such that the amounts and timing of such 
ultimate realization cannot be reasonably determined at this time.
The Trust is a defendant in numerous legal proceedings as described in note 9 of notes to financial 
statements; the final outcome of these proceedings is not presently determinable.
Because the matters discussed in the four preceding paragraphs may have a material effect on the 
financial statements of Fidelity Mortgage Investors (Debtor-in-Possession) as of October 31, 1974 and 
1973 and for the years then ended, we express no opinion on them.
Notes to Financial Statements
(1) Bankruptcy Proceedings
On January 30, 1975, Fidelity Mortgage Investors (the “Trust”) filed a petition for an arrange­
ment under Chapter XI of the Federal Bankruptcy Act with the United States District Court for the 
Southern District of New York. On January 31, 1975, the Court authorized the Trust to operate its 
business and manage its property as debtor-in-possession.
The petition states that the Trust intends to propose an arrangement with its senior and junior 
creditors which will provide for the satisfaction of their respective claims under terms to be agreed 
upon with each class of creditor.
(2) Accounting Policies and Financial Statement Presentation
(b) Allowance for Possible Losses: The Trust maintains an allowance for possible losses which 
relates to all investments. The adequacy of the allowance is evaluated by management by means of 
periodic reviews of the investment portfolio on an individual investment basis. Net investments are 
thereby stated at the lower of cost or “estimated net realizable value” which is defined as the esti­
mated sales value upon subsequent disposition reduced by the sum of the following estimates:
(1) Direct selling expenses
(2) Costs of completion or improvement
(3) Direct holding costs during the projected holding period, including taxes, maintenance 
and insurance (net of rental or other income), and in some cases
(4) The cost of money, representing an allocation of financing costs for the period to the 
expected date of disposition (discount factor). When problem investments are estimated to 
be disposed of within two years, no provision for the discount factor is made. However, in 
situations which are estimated to involve a protracted period of disposition, consideration 
is given to the discount factor. In such protracted situations, when the estimated net 
realizable value (including the discount factor) is less than the Trust’s investment, an 
amount equal to the difference is included in the allowance for possible losses. The Trust
Page I 8
generally charges the allowance when actual losses are realized upon ultimate disposition 
of the property.
The accompanying financial statements have been prepared in conformity with generally ac­
cepted accounting principles which contemplate continuation of the Trust as a going concern. Accord­
ingly, the evaluation of the adequacy of the allowance for possible losses was predicated on the 
assumption that the Trust would be able to dispose of its investments in the ordinary course of 
business and not on a liquidating basis. It was also assumed that adequate funds would be available to 
the Trust to finance the completion of partially completed projects. However, the bankruptcy proceed­
ings referred to in note 1 may invalidate the above assumptions. If that should occur, ultimate losses 
may substantially exceed the allowance for possible losses at October 31, 1974.
(9) Contingencies
The Trust is a defendant in numerous legal proceedings relating to various of its borrowers, 
investments and lenders. Many of these suits involve claims by mechanics lien holders against projects 
with which the Trust is associated as lender or owner. In addition, there is one lawsuit in which the 
plaintiff has claimed actual damages of approximately $11,951,000 and exemplary damages of approx­
imately $23,903,000 as a result of alleged breach of contract, fraud and misrepresentation. The plain­
tiff in this suit is a former borrower to whom the Trust had advanced approximately $2,300,000 under 
two mortgage loan commitments aggregating $3,550,000 prior to instituting foreclosure proceedings 
against the underlying security. Because of the many complexities surrounding this and the other 
proceedings, it is not possible to determine the effect, if any, of such litigation on the accompanying 
financial statements.
M.H. FISHMAN CO. INC.
Auditor's Opinion 
To the Board of Directors 
M. H. Fishman Co. Inc.
(Debtor in Possession)
New York, N.Y.
We have examined the historical consolidated balance sheet of M. H. Fishman Co. Inc. (Debtor in 
Possession) and subsidiaries as at December 31, 1974, and the related consolidated statements of 
operations and retained earnings/deficit and changes in financial position for the year then ended. Our 
examination was made in accordance with generally accepted auditing standards and, accordingly, 
included such tests of the accounting records and such other auditing procedures as we considered 
necessary in the circumstances.
During the year ended December 31, 1974, the Company and subsidiaries incurred a substantial 
loss and the Company and certain subsidiaries filed Petitions for Arrangement under Chapter XI of 
the Bankruptcy Act. The accompanying consolidated financial statements have been prepared primar­
ily on a going concern basis, based upon the anticipation of management that the proposed Plan of 
Arrangement will be accepted by the creditors and confirmed by the Court during 1975 (see Notes A 
and C). The going concern basis contemplates, among other things, the realization of assets in the 
ordinary course of business. Continuation of the business as a going concern depends upon acceptance 
of the aforementioned Plan of Arrangement by the creditors and its confirmation by the Court and the 
ability of the Company to achieve profitable operations.
The aggregate amount of landlord claims (see Note D) which may ultimately be approved is not 
presently determinable.
We are unable to determine whether the full amount of the insurance claims referred to in Note E 
will be recovered.
In our opinion, subject to the effect of the matters referred to in the three preceding paragraphs, 
the aforementioned financial statements present fairly the historical consolidated financial position of 
M. H. Fishman Co. Inc. (Debtor in Possession) and subsidiaries at December 31, 1974, and the 
consolidated results of their operations and the consolidated changes in their financial position for the 
year then ended, in conformity with generally accepted accounting principles applied on a basis 
consistent with that of the preceding year.
Also, we have reviewed the application of the pro forma adjustments, which give effect to the 
terms of the proposed Plan of Arrangement referred to in Note C, to the historical consolidated 
balance sheet as at December 31, 1974; in our opinion, those adjustments have been applied appro­
priately on the bases set forth in such Note C.
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Notes to Financial Statements
Note A—Bankruptcy Proceedings and Proposed Plan of Arrangement:
On December 27, 1974, the Company and 20 of its operating subsidiaries filed Petitions for 
Arrangement under Chapter XI of the Bankruptcy Act in the United States District Court for the 
Southern District of New York (“Court”). In April 1975, the Creditors’ Committee approved in 
principle the Company’s Plan of Arrangement; the Plan is to be submitted to the creditors at large for 
acceptance, which requires consent of a majority (in number and amount) of the creditors. In addition 
the Plan requires Court confirmation.
The Plan provides for the payment of administration expenses and priority claims in full upon 
confirmation and for the following to unsecured creditors in full settlement of their respective claims:
1. 35% of their claims, payable in cash upon confirmation;
2. 2%, payable February 15, 1976;
3. 21%, payable 3½% annually for 6 years, commencing April 15, 1976; if annual earnings (as 
defined) do not exceed specified levels, then ½% annually (a maximum of 3%) may be 
deferred to succeeding years (“deferred payments”). To the extent unpaid at the end of six 
years, the deferred payments are to be made commencing April 15, 1982 at not more than 
1% a year for three years;
4. Cash equal to 50% of annual net income in excess of $875,000 for six years commencing with 
1975 up to an aggregate maximum of 2% of unsecured claims;
5. Issuance of approximately 508,000 shares of the Company’s previously unissued Common 
Stock to be allocated based upon the amount of the claims.
The payment in 2. above is collateralized by refundable income taxes; to the extent such refunds 
exceed $542,000, they are to be used to prepay the deferred payments in 3. above. The contingent 
payments in 4. above are to be prepaid, upon confirmation, from the cash savings (as defined) to the 
Company resulting from a reduction of claims of equipment lessors and landlords below an aggregate 
of $5,000,000.
The Plan also provides, among other matters, that the Company will not pay dividends, purchase 
its Common Stock, borrow funds, mortgage its assets or liquidate its operations without the consent of 
the Creditors’ Committee.
Note C—Basis of Preparation of Financial Statements and Pro Forma Adjustments:
The Company incurred a substantial loss during 1974 and has continued to incur operating losses 
subsequent to December 31, 1974. Management believes that the sustaining of losses during the early 
part of the year is common in the retail industry. Management anticipates that the Plan of Arrange­
ment (see Note A) will be accepted by the creditors and confirmed by the Court during 1975. The 
accompanying financial statements have been prepared primarily on a going concern basis which 
contemplates, among other things, the realization of assets in the ordinary course of business. The 
ability of the Company to continue as a going concern is dependent upon (i) acceptance by creditors 
and confirmation by the Court of the Plan and (ii) the ability of the Company to achieve profitable 
operations.
Pro forma adjustments have been applied to the accompanying historical balance sheet as at 
December 31, 1974 to give pro forma effect to the terms of the Plan as if it were effective on such date. 
Accordingly, based on liabilities recorded at December 31, 1974, the accompanying pro forma balance 
sheet includes (i) administration expenses, priority claims and amounts due to unsecured creditors 
upon confirmation ($10,504,916), including a prepayment of the deferred payments referred to in Item 
3. of Note A ($248,260, representing estimated “excess” tax refunds at December 31 , 1974), as current 
liabilities; (ii) the fixed payments referred to in Items 2. and 3. of Note A ($5,729,402) as noncurrent 
liabilities; (iii) the assumed issuance of 508,000 shares of Common Stock (at par value) and (iv) a credit 
arising from the forgiveness of indebtedness (net of $700,000, representing management’s present 
estimate of administration expenses to be incurred, principally during 1975). The payments referred 
to in Item 4. of Note A have not been included as a liability in the pro forma balance sheet because of 
their contingent nature. Management expects to pay the current portion shown in (i) above from cash 
as at December 31, 1974 and from the realization of other current assets. Interest on the amount 
shown in (ii) above will be imputed upon confirmation of the Plan based upon interest rates then in 
effect.
The caption “Liabilities Deferred Pursuant to Proceedings Under Chapter XI of the Bankruptcy 
Act” (adjusted in connection with the pro forma adjustments) consists of:
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Taxes withheld and accrued $503,622
Notes payable—banks 6,163,411
Estimated lease rejection costs—(see Note D) 6,500,000
Accounts payable and accrued expenses 13,383,016
$26,550,049
Note D—Store Closings:
Immediately after the filing of the Petitions (see Note A), management adopted a program of 
closing unprofitable stores and other related facilities. During the first half of 1975, it is expected that 
16 stores (out of a total of 54 in operation at January 31, 1975) are to be closed pursuant to this 
program; management also intends to close 6 additional unprofitable stores during the balance of 1975. 
The resultant costs and losses (including estimated lease rejection costs—see below) have been pro­
vided for in the accompanying 1974 financial statements as follows:
Provision for loss on sale or abandonment of fixed assets $1,244,442
Provision for reduction of inventories to estimated net
realizable amounts (a) 2,300,000
Estimated lease rejection costs—real estate 5,600,000
Estimated lease rejection costs—fixtures 900,000
$10,044,442
(a) Includes estimated operating losses during the periods through the anticipated clos­
ing dates.
The amount claimable by landlords under Chapter XI of the Bankruptcy Act is limited to a 
maximum of three years’ rentals under real property leases.
Management estimates that landlord claims will approximate $5,600,000. The amounts for which 
landlord claims will ultimately be approved may be materially different from $5,600,000, when current 
negotiations between management and landlords are completed. These claims will be settled on the 
same basis as the claims of other unsecured creditors; where a landlord has a claim against a sub­
sidiary under a lease and against the Company under a lease guarantee, the Plan of Arrangement will 
provide for approval of only one of these claims.
Amounts included in the accompanying statement of operations and retained earnings/(deficit) 
applicable to the 22 closing stores, exclusive of any allocation of Home Office expenses, are as follows:
1974 1973
Sales and net income from leased departments $26,791,749 $26,673,042
Cost of operations:
Cost of goods sold and buying expenses 
Selling, general and administrative expenses
19,304,519
8,817,493
19,069,116
7,924,490
28,122,012 26,993,606
(Loss) before items shown below (1,330,263) (320,564)
Other (charges):
Interest expense (a)
Provision for loss on closing stores (see above)
(109,894)
(10,044,442)
(45,085)
(10,154,336) (45,085)
(Loss) before Federal income taxes ($11,484,599) ($365,649)
(a) Represents interest incurred by the Company which is directly related to the operations of the 
closing stores.
Note E—Insurance Claims Receivable:
In July and August 1974, two of the Company’s leased stores (including fixtures, inventories, 
etc.) were damaged or destroyed by fire. Claims have been filed with the insurance carriers who have 
not completed their review of such claims; the net amount ($1,165,715) estimated by management to 
be recoverable (by mid-1975) by the Company has been reflected in the accompanying 1974 financial 
statements.
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ESTIMATION OF FAIR VALUE
BALDWIN SECURITIES CORPORATION
Auditor’s Opinion
To the Board of Directors and Shareholders of 
Baldwin Securities Corporation:
We have examined the financial statements (pages 3-16) of Baldwin Securities Corporation as of 
December 31, 1974 and for the year then ended. Our examination was made in accordance with 
generally accepted auditing standards, and accordingly included confirmation of investments and cash 
held by the custodian at December 31, 1974, confirmations from brokers of securities purchased but 
not received at that date, and such tests of the accounting records and such other auditing procedures 
as we considered necessary in the circumstances. We previously examined and reported upon the 
statement of changes in net assets for the year ended December 31, 1973.
As described more fully in Notes 2, 3 and 4 to the Financial Statements, securities amounting to 
$7,195,182 (20.7% of net assets) and the non-competition agreement in the amount of $830,000 (2.4% of 
net assets) have been valued at fair value as determined by the Board of Directors. We have reviewed 
the procedures applied by the directors in valuing such assets and have inspected underlying 
documentation; while in the circumstances the procedures appear to be reasonable and the documen­
tation appropriate, determination of fair values involves subjective judgment which is not susceptible 
to substantiation by auditing procedures.
In our opinion, subject to the effect on the financial statements of the valuations determined by 
the Board of Directors as described in the preceding paragraph, the aforementioned financial state­
ments present fairly the financial position of Baldwin Securities Corporation at December 31, 1974 and 
the results of its operations for the year then ended and changes in net assets for the years ended 
December 31, 1974 and 1973, in conformity with generally accepted accounting principles applied on a 
consistent basis.
We have also made examinations similar in scope to that described above, of the financial state­
ments of Baldwin Securities Corporation for the three years ended December 31, 1972 and have 
reviewed the financial information under the caption “Supplementary Information.” In our opinion, 
subject to the effect on the per share data of the valuations determined by the Board of Directors, such 
information for the five years ended December 31, 1974 is fairly stated in all material respects in 
relation to the financial statements taken as a whole.
Notes to Financial Statements
2. Valuation of Securities by Board of Directors:
Values of these securities, aggregating $7,195,182 (20.7% of net assets), were determined by the 
Board of Directors, as follows:
CIT Financial Corp.—21,000 shares of $5.50 Preferred, Series 1970 (convertible into 52,500 
shares of common stock), received in exchange for Baldwin’s holdings of Trade Bank and Trust 
Company and subject to restrictions limiting their immediate sale, are valued at the closing price for 
freely traded common stock into which it is convertible, and which could be sold without restriction.
Beco Stores of Delaware, Inc. (a wholly-owned subsidiary)—200 shares are valued based upon an 
evaluation of earnings potential and excess cash and equivalents over contingent, normal and other 
operating requirements. Baldwin’s equity in Beco’s earnings (unaudited) for 1974 was approximately 
$447,000. Beco paid a dividend of $275,000 to Baldwin during 1974.
F.I.B.I. Holding Company Limited—31,860 ordinary shares and $687,133 Series “A” Capital 
Notes convertible into 31,860 ordinary shares are valued at cost, less an unrealized loss of $80,000 on 
devaluation of the Israeli Pound, and net of the balance due on such securities (see Note 3).
Econetics, Inc.—78,500 shares, subject to restrictions limiting immediate sale are valued at an 
amount between the bid and asked prices on December 31, 1974.
Kenton Corp. (105,000 shares) and Meridian Investing & Development Corp. (101,000 shares) are 
valued at the bid price on December 31, 1974.
3. Investment in F.I.B.I. Holding Company Limited (FIBI):
Baldwin’s investment in FIBI is approximately $1,298,000 (including $965,560 already paid and, 
based on the exchange rate in effect at December 31, 1974, $332,440 to be paid prior to October 1, 
1978). The investment is represented by 31,860 FIBI ordinary shares and $687,133 FIBI Series “A” 
Capital Notes convertible into an additional 31,860 ordinary shares. The Capital Notes and accrued 
interest thereon are insured against a loss from devaluation and, together with the ordinary shares, 
are insured against a loss from expropriation. The notes bear interest at an effective rate of at least 7%
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per annum (after reflecting the cost of the aforementioned devaluation insurance) from the date cash 
call payments are made.
4. Non-competition Agreement:
Under the terms of a 1967 non-competition agreement with McCrory Corporation, Baldwin will 
receive subsequent to December 31, 1974, quarterly payments aggregating $4,562,500 until February 
1993. As a result of a prior year’s agreement with the Internal Revenue Service, payments received 
through July 31, 1978 will be tax free. At the date that the non-competition agreement was acquired 
by Baldwin, the Board of Directors determined the present value of the stream of payments based, in 
part, by discounting the quarterly payments after allowance for income taxes starting in 1978 at an 
annual interest rate of 9¾%. This present value, amortized to reflect subsequent payments, in sub­
stance represents principal. Quarterly payments thereon represent principal repayments and interest 
income. Interest income is recognized at 9¾% per annum on the unpaid principal balance, which is 
$1,473,308 at December 31, 1974. After considering the current effective interest rate of a McCrory 
Corporation debenture issue which matures approximately the same time as the non-competition 
agreement and other factors, the Board of Directors determined the present value of the stream of 
payments at December 31, 1974 to be $830,000, using an annual interest rate of 24.8%. Accordingly, 
$643,308 representing unrealized depreciation on the non-competition agreement has been reflected in 
the accompanying financial statements which is an increase of $560,998 in unrealized depreciation for 
the year ended December 31, 1974.
JOHN HANCOCK INVESTORS, INC.
Auditor’s Opinion
To the Board of Directors and Shareholders 
John Hancock Investors Inc.
Boston, Massachusetts
We have examined the statement of assets and liabilities of John Hancock Investors Inc., includ­
ing the schedule of investments, as of December 31, 1974, and December 31, 1973, and the related 
statements of operations and changes in net assets for the year ended December 31, 1974, and 
December 31, 1973, and supplementary information for the three years ended December 31, 1974 and 
the period January 22, 1971 to December 31, 1971. Our examinations were made in accordance with 
generally accepted auditing standards and, accordingly, included such tests of the accounting records 
and such other auditing procedures as we considered necessary in the circumstances, including con­
firmation of securities owned by correspondence with the custodian.
Direct placement securities amounting to $34,328,060 (30.34% of net assets) at December 31, 1974 
and $43,744,500 (33.28% of net assets) at December 31, 1973, as enumerated more fully in the schedule 
of investments, have been valued at fair value as determined by the Board of Directors. We have 
reviewed the procedures applied by the directors in valuing such securities and have inspected 
underlying documentation; while in the circumstances the procedures appear to be reasonable and the 
documentation appropriate, determination of fair values involves subjective judgement which is not 
susceptible to substantiation by auditing procedures.
In our opinion, subject to the possible effect on the financial statements of the valuation of 
securities determined by the Board of Directors as described in the preceding paragraph, the financial 
statements referred to above present fairly the net assets of John Hancock Investors Inc. at De­
cember 31, 1974, and December 31, 1973, and the results of its operations and the changes in its net 
assets for the years ended December 31, 1974, and December 31, 1973, in conformity with generally 
accepted accounting principles applied on a consistent basis. Also, in our opinion, the supplementary 
information for the three years ended December 31, 1974, and the period January 22, 1971 to De­
cember 31, 1971, is fairly stated in all respects material in relation to the financial statements taken as 
a whole.
ESTIMATION OF LOSS ON DISCONTINUANCE OF OPERATIONS
THE GREAT ATLANTIC & PACIFIC TEA COMPANY, INC.
Auditors’ Opinion
To the Board of Directors and Stockholders of 
The Great Atlantic & Pacific Tea Company, Inc.:
We have examined the consolidated balance sheet of The Great Atlantic & Pacific Tea Company, 
Inc. and subsidiary companies as of February 22, 1975 and February 23, 1974 and the related State­
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ments of consolidated income and retained earnings and of changes in consolidated financial position 
for the respective 52-week periods then ended. Our examination was made in accordance with gener­
ally accepted auditing standards, and accordingly included such tests of the accounting records and 
such other auditing procedures as we considered necessary in the circumstances.
During 1974, a judgment of approximately $32,600,000 (plus subsequently determined costs and 
attorneys’ fees of approximately $3,200,000) was entered against the Company in a U.S. District 
Court for alleged violation of the Sherman Act as to which the Company has filed a notice of appeal. In 
addition, the Company has been named as a co-defendant in several similar suits in which damages of 
substantial magnitude are being sought. Because of the uncertainty of the eventual outcome of these 
proceedings, no provision for possible liability has been made in the financial statements. Also during 
1974, the Company recorded a provision of $200,000,000 for estimated costs to be incurred in its 
program for closing a substantial number of its stores and certain other facilities. We have reviewed 
the procedures applied by the Company in its determination of such provision and have inspected 
underlying documentation. Although the procedures are reasonable and the documentation appro­
priate, the eventual amount of such costs is dependent upon factors which are not fully determinable 
at the present time. The foregoing matters are more fully described in the notes to the financial 
statements captioned Litigation and Facilities Closing Program.
In our opinion, subject to any adjustments which might result from resolution of the matters 
referred to in the preceding paragraph, such financial statements present fairly the financial position 
of the companies at the respective year ends and the results of their operations and the changes in 
their financial position for the respective 52-week periods then ended, in conformity with generally 
accepted accounting principles consistently applied.
Notes to Financial Statements 
Litigation
On August 20, 1974 a judgment was entered in favor of plaintiffs and against the Company in an 
action brought by a Mr. Bray and five other cattle producers, Civ. Act. No. 48538, in the U.S. District 
Court, Northern District of California for treble damages in the amount of $32,627,081, plus attorneys’ 
fees and costs subsequently determined at $3,206,478. These awards will bear interest at 7% a year 
should payment eventually be required and were based on a jury verdict that the Company had 
violated the Sherman Act by conspiring with other retail food chains to fix wholesale meat prices at 
artificially low levels. On March 4, 1975 the Court denied plaintiffs’ motions for injunctive relief and 
for permission to convert the case into a class action on behalf of all U. S. cattle producers. Both parties 
have filed notices of appeal to the United States Court of Appeals in San Francisco. In the opinion of 
counsel representing the Company, there are substantial grounds for the Company’s appeal; however, 
counsel is unable to predict whether the appellate court will reverse the judgment against the Com­
pany.
During 1974, three suits based on similar allegations were filed in Texas, Nebraska and Iowa, 
naming the Company and other retail food chains as defendants and seeking injunctive relief as well as 
damages. Any money damages awarded plaintiffs in such suits would automatically be trebled, and 
the judgment would also include amounts for plaintiffs’ attorney fees. The Texas action was brought 
by seven cattle producers seeking damages “tentatively ascertained” to be in excess of $20 million. In 
the Nebraska and Iowa actions, plaintiffs purported to be acting on behalf of cattle and hog producers 
in the respective states and sought to seek “tentatively ascertained” damages of $507 million and $465 
million, respectively. On February 28 , 1975 the Court approved a disposition in the Iowa case in which 
plaintiffs agreed to the dismissal of their complaints with prejudice and a dismissal without prejudice 
of the claims asserted on behalf of the class. In the Nebraska case, the Company is now the only 
remaining defendant. The Company denies all allegations of wrongdoing in these suits and, in the 
opinion of legal counsel, has meritorious defenses in each of these cases.
Because the amount of eventual liability, if any, with respect to the foregoing matters cannot be 
ascertained, no provision for possible resulting liability has been made in the accompanying financial 
statements.
The Company also is involved in various other claims and lawsuits arising out of the normal 
conduct of its business. The Company does not believe that any of these matters will result in a 
materially adverse effect on its financial statements.
Facilities Closing Program
Prior to the close of fiscal 1974, a decision was made to close unprofitable and marginal stores and 
certain related support facilities in fiscal 1975. The final plan, encompassing approximately 1250 stores 
and certain warehouses, manufacturing plants and offices, was approved by the Board of Directors on
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April 10, 1975. A provision for the estimated cost of the closing program in the amount of $200 million 
has been included in the fiscal 1974 financial statements. The provision consists generally of estimates 
for: costs of employee severance payments and other benefits, present value of lease obligations (net 
of settlements and sub-lease revenues), future operating losses of stores to be closed, loss on disposal 
of property and equipment, and costs of dismantling, moving and restoration of leased properties.
The resultant reserve for facilities to be closed at February 22, 1975 has been classified in the 
accompanying balance sheet as follows: current liabilities—$100 million; property valuation 
reserve—$46 million; and non-current reserves—$54 million.
NATIONAL CAR RENTAL SYSTEM, INC.
SUBSIDIARY OF HOUSEHOLD FINANCE CORPORATION
Auditors’ Opinion
National Car Rental System, Inc.:
We have examined the balance sheet of National Car Rental System, Inc. and subsidiaries (the 
rental and leasing subsidiaries of Household Finance Corporation) as of December 31, 1974 and 1973 
and the related statement of income and summary of changes in financial position for the years then 
ended. Our examination was made in accordance with generally accepted auditing standards, and 
accordingly included such tests of the accounting records and such other auditing procedures as we 
considered necessary in the circumstances.
As discussed in Note 2 to the financial statements, the Company decided on January 8, 1974 to 
discontinue the operations of its E Z Haul Division. The provision for loss on disposal of the Division is 
shown in the 1973 statement of income and was based upon available information which is not defi­
nitely ascertainable until the discontinuance is completed.
In our opinion, subject to the adjustments which will result from the final determination of the 
loss from discontinuance of operations discussed in the preceding paragraph, the accompanying finan­
cial statements present fairly the financial position of the rental and leasing subsidiaries of Household 
Finance Corporation at December 31, 1974 and 1973 and the results of their operations and changes in 
their financial position for the years then ended, in conformity with generally accepted accounting 
principles applied on a consistent basis.
Notes to Financial Statements
2. On January 8, 1974, the Board of Directors declared its intention to discontinue the E Z Haul 
Division (one-way truck and trailer rental business) and to write down certain other assets (see Note 
10). The loss from operations and the provision for estimated loss on disposal of the Division have been 
shown as discontinued operations in the 1973 statement of income. E Z Haul Division revenues for 
1973 were $25,989,000.
The 1973 provision for loss on disposal of the E Z Haul Division was based upon available 
information, not definitely ascertainable until the discontinuance is completed, and is summarized as 
follows (thousands of dollars):
Estimated losses on disposition of revenue-earning assets $36,554
Operating, administrative, and other costs estimated to be incurred 
during the phase-out period 12,000
Goodwill, prepaid expenses, and receivables
charged-off 2,107
Total $50,661
During 1974, proceeds received on disposition of E Z Haul vehicles totaled $24,205,000. Such 
proceeds, less $1,560,000 of costs directly related to dispositions, exceeded the total original estimated 
recoveries by $8,995,000. This amount has been included in 1974 income as a credit adjustment of the 
original provision for loss on disposition of the E Z Haul Division.
A reconcilement of the changes during 1974 in National’s estimated recoveries on disposal of E Z 
Haul Division assets and estimated phase-out costs follows (thousands of dollars):
Original 1974 Credited Balance
Esti­
mate
Recoveries To 1974 Dec. 31,
(Expenses) Income 1974
Estimated recoveries on disposal 
Estimated operating, administrative, and
$13,650 $22,645 $ 8,995 Nil
other phase-out costs 12,000 (3,866) $ 8,134
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OLIN CORPORATION
Auditor’s Opinion
To the Board of Directors and Shareholders 
Olin Corporation:
We have examined the consolidated balance sheets of Olin Corporation and subsidiaries as of 
December 31, 1974 and 1973 and the related statements of income, shareholders’ equity and changes in 
financial position for years then ended. Our examination was made in accordance with generally 
accepted auditing standards, and accordingly included such tests of the accounting records and such 
other auditing procedures as we considered necessary in the circumstances.
As described more fully under Extraordinary Items and Unusual Items in the accompanying 
notes to financial statements, estimated provisions have been made for losses and costs to be incurred 
in connection with discontinuances of operations and other future events. The actual amount of such 
losses and costs cannot be determined until such events occur.
In our opinion, subject to any adjustments which may result from final determination of the 
matters referred to in the preceding paragraph, the aforementioned consolidated financial statements 
present fairly the financial position of Olin Corporation and subsidiaries at December 31, 1974 and 
1973 and the results of their operations and changes in financial position for the years then ended, in 
conformity with generally accepted accounting principles which, except for the change in 1974, with 
which we concur, in the method of valuing inventories described under Inventories in the accompany­
ing notes to financial statements, have been applied on a consistent basis.
Notes to Financial Statements 
Extraordinary Items
In 1972, the company provided extraordinary charges (net of income taxes) of $70,481,000, 
principally for the planned withdrawal from the aluminum business and the discontinuance of other 
operations in the Chemicals and Winchester Groups. Following is an analysis of the changes (net of 
income taxes) to such extraordinary provision during the years 1973 and 1974:
(000 omitted)
Balance at 
Beginning 
of Year
Actual Results during Year 
Losses & Realized Returned as 
Costs Gains & Extraordinary 
Incurred Profits Credits
Balance 
at End 
of Year
1973
Provisions for estimated losses 
on investments, property and 
equipment related to business 
discontinuances $37,465 $(18,095) $ _ $ (6,837) $12,533
Estimated net losses to disposal 
dates of operations discon­
tinued and to be 
discontinued 11,625 (7,249) (3,856) 520
Other estimated losses and ex­
penses to be incurred in 
connection with business 
discontinuances 21,391 (3,738) (2,907) 14,746
$70,481 $(29,082) $ - $(13,600) $27,799
1974
Provisions for estimated losses 
on investments, property and 
equipment related to business 
discontinuances 12,533 (1,773) 8,044 (16,076) 2,728
Estimated net losses to disposal 
dates of operations discon­
tinued and to be discontinued 520 (1,959) 8,573 (7,134)
Other estimated losses and ex­
penses to be incurred in 
connection with business 
discontinuances 14,746 (1,197) (1,223) 12,326
$27,799 $ (4,929) $16,617 $(24,433) $15,054
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As a result of the sale in January, 1974, of most of its aluminum business, the company received, 
after adjustment, approximately $122,000,000. Based on such sale and other dispositions effected 
during 1973, the company returned to income as an extraordinary credit $13,600,000 (net of income 
taxes of $22,508,000, substantially all deferred).
The extraordinary credit of $24,433,000 (net of income taxes of $11,977,000, substantially all 
current) in 1974 relates principally to the results of the sale of the remainder of the company’s 
interests in the aluminum business on a more favorable basis than expected, unanticipated operating 
profits of a facility prior to its closing in late 1974, and the reversal of the original provision for a 
planned business discontinuance which will not take place due to changes in business conditions.
Unusual Items
Cost of sales and other operating charges for 1974 include the following pre-tax amounts of 
nonrecurring income (expense):
(000 omitted)
Estimated losses in connection with the planned discontinuance of certain
unprofitable operations $ (8,455)
Estimated expense portion of program to replace and modernize the
sporting arms facilities (8,375)
(16,830)
Gains arising from the sale of certain facilities—principally the polyester film operations 9,947 
Loss on disposition of 50% interest in joint venture (1,201)
$ (8,084)
The foregoing items reduced net income for 1974 by $3,548,000 or 30¢ per share.
UNITED STATES RADIUM CORPORATION
Auditor's Opinion
The Board of Directors and Stockholders 
United States Radium Corporation:
We have examined the balance sheets of United States Radium Corporation as of December 31, 
1974 and 1973 and the related statements of operations and retained earnings and changes in financial 
position for the years then ended. Our examination was made in accordance with generally accepted 
auditing standards, and accordingly included such tests of the accounting records and such other 
auditing procedures as we considered necessary in the circumstances.
As more fully described in note 2 of the notes to the financial statements, the Company recorded 
in 1974, a provision to cover estimated and known losses and expenses relating to the discontinuance 
of certain of its lithograph operations. Such provision includes an estimate of the expected loss, 
amounting to $143,600, on disposal of machinery and equipment having a net book value of $254,600 
before the loss provision. The amount of such loss is dependent upon the ultimate realizable value of 
such machinery and equipment which is not determinable at the present time.
In our opinion, the aforementioned financial statements present fairly the financial position of 
United States Radium Corporation at December 31, 1974 and 1973 and the results of its operations 
and the changes in its financial position for the year ended December 31, 1973, and, subject to the 
effect, if any, of the matter discussed in the preceding paragraph, the results of its operations and the 
changes in its financial position for the year ended December 31, 1974, in conformity with generally 
accepted accounting principles applied on a consistent basis.
Notes to Financial Statements 
(2) Discontinued Operations
As part of a continuing process to improve the operating results of the Company, the Board of 
Directors, in January 1975, authorized management to discontinue the unprofitable portion of the 
Company’s lithograph operations and dispose of inventory and machinery and equipment thereby 
rendered surplus. Such operations represent some of the Company’s manufacturing processes for 
metal panels and identification plates used in timers, automobiles and appliances. This decision re­
sulted from management’s evaluation of unsatisfactory operating results brought about by depressed 
volume and future prospects and increased operating costs.
Accordingly, the Company has recorded a provision of approximately $384,500 by a charge 
against 1974 operations to cover estimated and known losses and expenses relating to disposal of 
inventory and machinery and equipment, collectibility of receivables, and operating losses and ex­
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pense, including severance pay, applicable to the phase-out period. Such provision has been reflected 
as a reduction of the appropriate assets to the extent of $316,600 and accrued expenses of $67,900. Of 
the amount applied as a reduction of assets, $143,600 represents management’s estimate of the 
expected loss on disposal of certain machinery and equipment having a net book value of $254,600 
before the loss provision. The ultimate realizable value of this equipment, which is dependent in part 
on the method of disposal, cannot be presently determined; however, in the opinion of management, 
the effect of adjustments, if any, resulting from disposition of the machinery and equipment would not 
be significant to the financial position or results of operations of the Company.
OUTCOME OF LAWSUITS BY THE COMPANY
THE ANACONDA COMPANY
Auditor's Opinion
To the Board of Directors and Shareholders of 
The Anaconda Company
We have examined the consolidated balance sheets of The Anaconda Company as of December 31, 
1974 and 1973 and the related statements of consolidated income and retained earnings and of changes 
in consolidated financial position for the years then ended. Our examinations were made in accordance 
with generally accepted auditing standards and accordingly included such tests of the accounting 
records and such other auditing procedures as we considered necessary in the circumstances.
The terms of the settlement reached by the company during 1974 with the Government of Chile 
for compensation for its investments which were expropriated in 1971 and the status of the company’s 
claims for indemnification by Overseas Private Investment Corporation (OPIC) for the expropriated 
investments are explained on page 22 of this Annual Report. As indicated, in the event the company is 
indemnified by OPIC, OPIC would succeed to a portion, presently indeterminable, of the settlement 
with the Government of Chile. Accordingly, the aggregate amount the company may ultimately 
receive from Chile and/or OPIC in realization of its Chilean investments, which are reflected in the 
accompanying Consolidated Balance Sheet under the caption “Chilean notes and OPIC insurance 
claims,” cannot be determined at this time.
As described on page 23 of this report, in 1974 the company extended the use of the last-in, 
first-out (LIFO) method of accounting to certain additional inventories and retroactively changed its 
method of accounting for certain research and development costs.
In our opinion, subject to the effect, if any, of the ultimate resolution of the uncertainties referred 
to in the second paragraph above, the accompanying consolidated financial statements present fairly 
the financial position of The Anaconda Company and its consolidated subsidiaries at December 31, 
1974 and 1973 and the results of their operations and the changes in financial position for the years 
then ended, in conformity with generally accepted accounting principles. These principles have been 
consistently applied except for the changes, with which we concur, referred to in the preceding 
paragraph.
Notes to Financial Statements
Settlement of Chilean Expropriation Loss and Status of OPIC Claims
The company’s efforts to obtain compensation from Chile for its investments expropriated by the 
Chilean government in 1971 were concluded on July 24, 1974. Under the terms of a settlement with 
the Government of Chile, Anaconda subsidiaries which formerly operated the Chuquicamata and El 
Salvador mining properties received approximately U.S. $253 million, of which $65 million was re­
ceived in cash and $188 million in interest-bearing promissory notes of Corporación del Cobre 
(Codelco), a Chilean public corporation. The notes are dated August 1, 1974, bear interest at 10% per 
annum, which is subject to Chilean income tax at the rate of 40%, and are payable in 19 equal 
semi-annual installments. The notes are payable in U.S. dollars and have been guaranteed by the 
Central Bank of Chile.
As a result of the settlement, all prior claims and controversies between the parties, both in Chile 
and in the United States, have been resolved. This includes disposal of all claims and legal actions in 
Chile and in the United States, including claims with respect to the notes previously issued to these 
subsidiaries at the end of 1969.
The settlement left Anaconda free to continue the arbitration of claims against Overseas Private 
Investment Corporation (OPIC) under certain insurance contracts. Since the expropriation, the 
company’s Consolidated Balance Sheet has reflected claims relating to the expropriated investments 
in the Chuquicamata and El Salvador mining properties in the aggregate amount of $159 million.
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OPIC formally rejected these claims in 1972, but the company, which believes it is entitled to pay­
ment, submitted the claims to binding arbitration, which is provided for in the insurance contracts. 
Proceedings before an arbitration panel are in progress, and a decision is expected in 1975.
In the event of recovery by Anaconda against OPIC, OPIC would succeed to a percentage of the 
proceeds of the Chilean settlement. Such percentage, the dollar value of which would be less than the 
dollar value of Anaconda’s recovery from OPIC, is not now determinable but will depend on the 
results of the arbitration. Accordingly, at December 31, 1974, the company has valued its Chilean 
investment at no less than $188 million, the amount of the notes receivable from Codelco, together 
with accrued interest less Chilean income taxes, of $4.7 million. The $94 million excess of the amount 
received from the Government of Chile over the aggregate amount of claims pending against OPIC, 
less related tax effects, is included in the accompanying Statement of Consolidated Income as extraor­
dinary income.
GREAT LAKES DREDGE & DOCK COMPANY 
The Shareholders and Board of Directors 
Great Lakes Dredge & Dock Company:
We have examined the consolidated balance sheets of Great Lakes Dredge & Dock Company and 
subsidiaries as of December 31, 1974 and 1973 and the related condensed consolidated statements of 
earnings and retained earnings and changes in financial position for the years then ended. Our 
examination was made in accordance with generally accepted auditing standards, and accordingly 
included such tests of the accounting records and such other auditing procedures as we considered 
necessary in the circumstances.
As discussed in note 6 to the financial statements, a Joint Venture, in which the Company has a 
two-thirds interest, has filed claims in connection with a construction project. Management and 
counsel are of the opinion that the claims are meritorious. The ultimate disposition of these claims is 
not presently determinable, nor has the Company’s portion of such claims been reflected in the 
accompanying financial statements.
In our opinion, subject to the effect of the final determination of the matter discussed in the 
preceding paragraph, such financial statements present fairly the financial position of Great Lakes 
Dredge & Dock Company and subsidiaries at December 31, 1974 and 1973 and the results of their 
operations and the changes in financial position for the years then ended, in conformity with generally 
accepted accounting principles applied on a consistent basis.
Notes to Financial Statements 
6. Contingency
A Joint Venture, in which the Company has a two-thirds interest, had filed claims aggregating 
$14,200,000, against the owner for insufficient design, among other things, and against several insur­
ance carriers for storm damages incurred during installation. The Joint Venture negotiated settle­
ments with the insurance carriers for the payment of $1,700,000 in 1973 and $750,000 in 1974 (subject 
to agreements of subrogation), the Company’s share of which has been reflected in the accompanying 
financial statements. The ultimate disposition of the balance of the claims against the owner and its 
consulting engineers is not presently determinable nor has the Company’s portion of such claims been 
reflected in the accompanying financial statements. Management and counsel are of the opinion that 
the claims are meritorious.
The Joint Venture has instituted legal action against the owner and its consulting engineers. The 
case is still in the discovery stage.
The accompanying financial statements include $1,445,453 in 1974 and 1973, for work performed 
under the contract which represents securities held in lieu of retainage, pursuant to the appropriate 
statute. The owner apparently paid out the retainages to a securities dealer without the knowledge of 
the Joint Venture. This securities dealer is now bankrupt.
Upon the failure of the owner to make payment of the retainages in 1974, legal action was 
commenced against it. This litigation is presently in the discovery stage. Although the ultimate 
determination is for the court, counsel considers the position of the owner to be without any merit. 
The 1973 amount has been reclassified to conform with the 1974 classification.
NORTHERN NATURAL GAS COMPANY
Auditor's Opinion
We have examined the consolidated balance sheets and consolidated statements of capitalization 
of Northern Natural Gas Company (a Delaware corporation) and subsidiaries as of December 31, 1974 
and 1973, and the related consolidated statements of income, retained earnings and changes in finan-
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cial position for the years then ended. Our examination was made in accordance with generally 
accepted auditing standards, and accordingly included such tests of the accounting records and such 
other auditing procedures as we considered necessary in the circumstances.
In 1974 Northern Helex Company was awarded $78 million by an Administrative Trial Judge for 
the Court of Claims in its suit against the U.S. Government for breach of contract. No amounts will be 
reflected in the Company’s accounts until a final decision is reached. See Note 4 for additional informa­
tion regarding helium litigation.
In our opinion, subject to the effect, if any, of the outcome of the litigation referred to in the 
preceding paragraph, the financial statements referred to above present fairly the financial position of 
the Companies as of December 31, 1974 and 1973, and the results of their operations and changes in 
their financial position for the years then ended, in conformity with generally accepted accounting 
principles consistently applied during the periods.
Notes to Financial Statements
4. Helium Litigation:
Reference is made to the “Letter to Stockholders” on page 3 of this report for information 
regarding damages awarded the Company’s subsidiary, Northern Helex Company, in its suit against 
the U. S. Government. No amounts will be reflected in the Company’s accounts until a final decision is 
reached.
Letter to Stockholders
An Administrative Trial Judge for the Court of Claims, Washington, D.C., has awarded the 
Company’s subsidiary, Northern Helex, $78 million in its suit against the U.S. Government. Helex 
filed the suit in 1970 claiming that, by reason of nonpayment, the Government had breached the 
contract with the Company for the extraction of helium and its sale to the Government. The decision is 
subject to review by the full Court of Claims.
OUTCOME OF REVIEW OF TAX RETURNS BY IRS
CREDITHRIFT FINANCIAL, INC.
Auditor’s Opinion 
The Board of Directors 
Credithrift Financial, Inc.:
We have examined the consolidated balance sheets of Credithrift Financial, Inc. and subsidiaries 
as of December 31, 1974 and 1973, and the related consolidated statements of earnings, retained 
earnings, additional paid-in capital, and changes in financial position for the years then ended. Our 
examination was made in accordance with generally accepted auditing standards, and accordingly 
included such tests of the accounting records and such other auditing procedures as we considered 
necessary in the circumstances.
As more fully described under the caption Federal Income Taxes in the Financial Review section 
on page 14 the Internal Revenue Service has reviewed certain Federal income tax returns of the life 
insurance company subsidiary, Merit Life Insurance Co., and proposed additional income taxes.
In our opinion, subject to resolution of the matter referred to in the preceding paragraph, the 
aforementioned consolidated financial statements present fairly the financial position of Credithrift 
Financial, Inc. and subsidiaries at December 31, 1974 and 1973, and the results of their operations and 
the changes in their financial position for the years then ended, in conformity with generally accepted 
accounting principles which, except for the change, with which we concur, in the method of accounting 
for unearned finance charges as described under the caption Summary of Significant Accounting 
Policies in the Financial Review section on page 12, have been applied on a consistent basis.
Notes to Financial Statements 
Federal Income Taxes
• • • •
The consolidated Federal income tax returns of Financial and the separate returns of Merit Life 
Insurance Co. have been reviewed by the Internal Revenue Service for the years 1969 through 1971. 
The principal contention of the Internal Revenue Service is that Merit Life Insurance Co. does not 
qualify as a life insurance company under the provisions of the Internal Revenue Code and should be 
included in the consolidated Federal income tax returns of Financial. If the position of the Internal 
Revenue Service is ultimately sustained, $8,371,300 of untaxed accumulated earnings of Merit Life
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Insurance Co. at December 31, 1973 would be subjected to Federal income taxes in the amount of 
$4,018,200, including $630,600 and $1,213,000 attributable to the portions accumulated during the 
years ended December 31, 1972 and 1973, respectively. Such accumulated untaxed earnings for 
periods subsequent to December 31, 1973 would not be subject to Federal income tax under this 
contention of the Internal Revenue Service. The proposed tax assessment is being protested and no 
provision has been made for any additional Federal income taxes which may arise from this matter.
RECOVERABILITY OF ASSET BOOK VALUE
CALLAHAN MINING CORPORATION
Auditors' Opinion
To the Board of Directors and Shareholders of 
Callahan Mining Corporation
We have examined the consolidated balance sheet of Callahan Mining Corporation and Sub­
sidiaries as of December 31, 1974 and the related statements of income and retained earnings and of 
changes in financial position for the year then ended. Our examination was made in accordance with 
generally accepted auditing standards, and accordingly included such tests of the accounting records 
and such other auditing procedures as we considered necessary in the circumstances. We previously 
examined and reported upon the financial statements for the year 1973.
The Company’s investment in the Caladay Project is carried at cost, the recovery of which is 
subject to the success of the project which cannot be forecast at this time, as described in Note 2 to the 
consolidated financial statements.
In our opinion, subject to the effects on the financial statements of the ultimate realization of the 
carrying value of the investment in the Caladay Project, the aforementioned consolidated statements 
present fairly the financial position of Callahan Mining Corporation and Subsidiaries at December 31, 
1974 and 1973 and the results of their operations and the changes in their financial position for the 
years then ended, in conformity with generally accepted accounting principles applied on a consistent 
basis.
Notes to Financial Statements
2. At December 31, 1974, the Company’s investment in the Caladay Project aggregated 
$3,265,000, including $247,000 representing the cost of property contributed by Callahan and $980,000 
representing the net book value of buildings and equipment. The recovery of this investment is 
subject to the success of the project which cannot be forecast at this time. See page 4.
(Page 4)
Caladay Project
The Caladay Project, which adjoins the Galena mine on the east, remained on a care and mainte­
nance basis during 1974. Escalating costs have made reactivation of the proposed deep shaft explora­
tion program unattractive at present in light of the geologic risks involved. Discussions continue on a 
less costly alternative approach under which initial exploration of this property may be carried out 
from one or more of the lower levels of the Galena mine.
In the interest of increased public awareness of mining activities in the District and elsewhere, 
the Caladay tunnel and underground workings were made available during Expo 74 for underground 
tours by some 15,000 visitors to the area.
COMMERCIAL CREDIT COMPANY
Auditor's Opinion
The Board of Directors and Shareholders of 
Commercial Credit Company:
We have examined the consolidated balance sheets of Commercial Credit Company and sub­
sidiary companies as of December 31, 1974 and 1973, and the related statements of consolidated 
earnings, retained earnings, additional paid-in capital and changes in financial position for the years 
then ended. Our examination was made in accordance with generally accepted auditing standards, and 
accordingly included such tests of the accounting records and such other auditing procedures as we 
considered necessary in the circumstances.
Included in the consolidated balance sheet as of December 31, 1974 is an investment in marketable 
equity securities carried at cost which is substantially in excess of market value. As discussed in note
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C, management has no present intention to dispose of these securities and is of the opinion that cost 
will be recovered. Inasmuch as the value of marketable equity securities is primarily dependent upon 
future market conditions, we are not in a position to evaluate future recovery of cost.
In our opinion, subject to recovery of the investment in marketable equity securities referred to 
in the preceding paragraph, the aforementioned consolidated financial statements present fairly the 
financial position of Commercial Credit Company and subsidiaries at December 31, 1974 and 1973, and 
the results of their operations and the changes in their financial position for the years then ended, in 
conformity with generally accepted accounting principles applied on a consistent basis.
Notes to Financial Statements 
C. Investment in marketable securities:
The investment in marketable securities at December 31, 1974 and 1973 is summarized as follows:
(Dollars in thousands)
1974 1973
Cost or 
Amortized 
Value
Quoted
Market
Cost or 
Amortized 
Value
Quoted
Market
Bonds and notes 
Equity Securities:
$199,510 $168,970 $169,213 $151,227
Preferred stocks 10,453 8,338 3,494 3,222
Common stocks 189,069 79,739 194,724 150,992
Total $399,032 $257,047 $367,431 $305,441
Substantially all of the marketable securities represent investments of the insurance company 
subsidiaries. While the carrying value of the investments is substantially in excess of quoted market 
value, management considers cost to be an appropriate carrying value because it has no present 
intention or necessity to dispose of these securities. Based upon its belief that there are no securities 
having permanent diminution in value and that the depressed market values of the equity securities 
are due solely to current market conditions, the Company is of the opinion that cost will be recovered.
FISHER SCIENTIFIC COMPANY 
Auditor’s Opinion
To the Board of Directors and Shareholders of 
Fisher Scientific Company
We have examined the consolidated balance sheet of Fisher Scientific Company and its sub­
sidiaries as of December 31, 1974 and 1973 and the related consolidated statements of income and 
income retained in the business and changes in financial position for the years then ended. Our 
examinations were made in accordance with generally accepted auditing standards and accordingly 
included such tests of the accounting records and such other auditing procedures as we considered 
necessary in the circumstances.
As more fully described in the notes to consolidated financial statements, the company recorded a 
provision in the amount of $2,500,000 during 1973 to cover estimated losses and expenses relating to 
the Analytical Instrument Division. No further charges were made in 1974. The ultimate amount of 
losses and expenses to be incurred is dependent upon factors which are not fully determinable at the 
present time.
As more fully described in the notes to the consolidated financial statements, in 1974, the com­
pany changed its method of valuing the major portion of its domestic inventories to the last-in, 
first-out method from the average cost, or market if lower than cost, method.
In our opinion, subject to the effects, if any, on the financial statements of the ultimate resolution 
of the matter discussed in the second paragraph above, the consolidated financial statements ex­
amined by us present fairly the financial position of Fisher Scientific Company and its subsidiaries at 
December 31, 1974 and 1973, the results of their operations and the changes in financial position for 
the years then ended in conformity with generally accepted accounting principles consistently applied, 
except for the change, with which we concur, referred to in the preceding paragraph.
Notes to Financial Statements
Provision for AID product loss and associated costs:
The company’s Analytical Instrument Division (AID), established in 1971 to sell testing and
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analytical instrumentation, has sustained losses since its inception. At December 31, 1973, the com­
pany had inventories of AID products substantially in excess of its normal requirements. In addition, 
a supplier of instruments distributed by AID had furnished the company with certain financial infor­
mation which indicated to the company that an element of doubt existed as to the supplier’s ability to 
continue the manufacture of these instruments. The discontinuance of such supplier’s operations could 
result in the company fulfilling warranty obligations of the supplier and incurring losses on advances 
and receivables outstanding at December 31, 1973.
Under the circumstances, a provision of $2,500,000 was charged against 1973 income to cover 
estimated losses and expenses relating to overstocked levels of inventories, collectibility of advances 
and receivables, and other unusual costs involved in updating inventory or maintaining instruments of 
the supplier previously sold to customers. A consideration in determining this provision is the 
company’s policy to provide, where possible, parts and service to keep in operation instruments it has 
sold.
No adjustments related to this matter were made to income or costs and expenses during 1974 
because ultimate costs and expenses still remain at the present time dependent upon factors which are 
not determinable. In management’s opinion, the effect of further adjustments, if any, on the consoli­
dated financial position of the company would not be significant.
THE KROGER CO.
Auditor’s Opinion
To the Shareowners and Board of Directors 
The Kroger Co.
We have examined the consolidated balance sheet of The Kroger Co. and Conslidated Subsidiary 
Companies as of December 28 , 1974, and the related consolidated statements of earnings, accumulated 
earnings and changes in financial position for the 52 weeks then ended. Our examination was made in 
accordance with generally accepted auditing standards, and accordingly included such tests of the 
accounting records and such other auditing procedures as we considered necessary in the circum­
stances. We did not examine the financial statements of Top Value Enterprises, Inc., an unconsoli­
dated subsidiary. These statements were examined by other independent certified public accountants 
whose report thereon has been furnished to us and our opinion expressed herein, insofar as it relates 
to the amounts included for Top Value Enterprises, Inc., is based solely upon the report of the other 
accountants. We previously examined and reported upon the consolidated financial statements of The 
Kroger Co. and Consolidated Subsidiary Companies for the 52 weeks ended December 29, 1973.
The opinion of the other accountants, referred to in the preceding paragraph, was qualified 
subject to the ultimate effect, if any, on the financial statements of the realization of costs of market­
able securities. It is not possible to determine at this time whether any loss will be realized on these 
securities. Any loss ultimately realized will affect the carrying value of the Company’s investment in 
unconsolidated companies. See Unconsolidated Companies in Notes to Consolidated Financial State­
ments.
In our opinion, based upon our examination and the report of other accountants, and subject to 
the effects, if any, on the consolidated financial statements of the ultimate resolution of the matter 
referred to in the preceding paragraph, the above referred to financial statements present fairly the 
consolidated financial position of The Kroger Co. and Consolidated Subsidiary Companies at De­
cember 28, 1974 and December 29, 1973, and the consolidated results of their operations and changes 
in financial position for the 52 week periods then ended in conformity with generally accepted account­
ing principles applied on a consistent basis.
Notes to Financial Statements 
Unconsolidated Companies
• • • •
The quoted market value of the preferred and common stocks included in the marketable se­
curities portfolio was $18,039,000 (net of related tax effect of $5,553,000) less than cost at year-end 
($12,923,000 at February 13, 1975 net of related tax effect of $5,539,000). No adjustment has been 
made for the carrying amount of securities because, in management’s opinion, there is no indication of 
a permanent loss in value and there is no intent to liquidate the securities portfolio at less than cost.
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Board of Directors and Shareholders 
Lockheed Aircraft Corporation
We have examined the accompanying consolidated balance sheet of Lockheed Aircraft Corpora­
tion at December 29, 1974 and the related consolidated statements of earnings and retained earnings 
(deficit) and of changes in financial position for the year then ended. Our examination was made in 
accordance with generally accepted auditing standards, and accordingly included such tests of the 
accounting records and such other auditing procedures as we considered necessary in the circum­
stances. We have previously made a similar examination of the consolidated financial statements for 
the prior year.
The Company’s studies indicate that the carrying value of its L-1011 TriStar inventories will be 
recovered and that gross profit will be realized over the remainder of the program. As discussed in 
Note 5, future sales and cost of sales of the L-1011 TriStar program will be affected by a number of 
factors, the effects of which have been estimated by the Company in accounting for the program. We 
believe these estimates are reasonable; however, because of uncertainties inherent in such estimates, 
the ultimate impact of the factors referred to above cannot be presently determined.
As discussed in Note 13, the Company is also involved in various disputes and other legal 
proceedings under certain ship construction contracts, the ultimate effect of which cannot be deter­
mined at this time.
In addition to the above matters, our previous report on the Company’s consolidated financial 
statements for the year ended December 30, 1973, was qualified with respect to the completion and 
maintenance of the financing under the 1974 Credit and Security Agreement. As of December 29, 
1974, the Company’s consolidated financial position was such that the uncertainties with respect to 
this matter have been substantially eliminated, and our qualification with respect thereto is removed.
In our opinion, subject to the outcome of the matters described in the second and third preceding 
paragraphs, the statements mentioned above present fairly the consolidated financial position of 
Lockheed Aircraft Corporation at December 30, 1973 and December 29, 1974 and the consolidated 
results of operations and changes in financial position for the years then ended, in conformity with 
generally accepted accounting principles applied on a consistent basis during the period after restate­
ment of the consolidated financial statements for 1973 to give retroactive effect to the change, with 
which we concur, in the method of accounting for development costs as described in Note 2 to the 
consolidated financial statements.
Notes to Financial Statements 
Note 5—Inventories
• • • •
TriStar Program
Through December 29, 1974, a total of 97 L-1011 TriStar commercial jet transports have been 
delivered. There remain, at December 29, 1974, 60 unfilled firm orders and 52 second-buy orders. 
Second-buy orders have minimal down payments that are retained by the Company if the order is 
cancelled by the buyer. Firm orders for 7 aircraft are conditioned upon receipt by the buyer of 
government approval of financing and three of these seven are also subject to cancellation by the 
buyer without penalty dependent on general economic conditions. Firm orders for 3 other aircraft are 
conditioned upon the consummation of a recapitalization or refinancing plan by the Company accept­
able to the buyer.
Inventories applicable to the TriStar were as follows (in millions of dollars):
December 29, December 30, 
1974 1973
LOCKHEED AIRCRAFT CORPORATION
Auditor’s Opinion
Production costs of undelivered aircraft $330 $384
Unrecovered production costs of delivered aircraft 375 362
Initial planning and tooling costs 183 183
Total work-in-process 888 929
Materials and spare parts 62 66
Advances to subcontractors 37 44
Gross inventories 987 1,039
Less customers’ advances 252 336
Net inventories $735 $703
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Not included in TriStar inventories are applicable development costs (of which $18 million was 
incurred in 1974 and $21 million in 1973—see Note 2) and general and administrative expenses (of 
which $58 million was incurred in 1974 and $70 million in 1973). Such costs are charged to earnings as 
incurred.
Customers’ advances, at December 29, 1974, include $59 million of interest bearing prepayments 
from certain airline customers. These prepayments will be liquidated against deliveries scheduled 
through 1978. In addition, advances aggregating $25 million are secured by specific equipment in­
cluded in inventories.
Through mid-1974 TriStar production was in the early high-cost period with a continuing build­
up, although at a declining rate, of unrecovered production start-up costs. Currently, production costs 
incurred are less than the sales price of airplanes being delivered. Because production rates of L-1011 
TriStars are expected to be reduced in the near term, it is expected that current margins between 
recurring production costs and sales prices may not be maintained. However, over the remaining term 
of the program, margins are expected to increase and result in recovery of the initial planning and 
tooling costs and of unrecovered production costs of previously delivered aircraft and provide a 
program gross profit.
Studies indicate a TriStar program of 300 aircraft should recover the December 29, 1974 inven­
tory and provide a gross profit. Management believes there is a potential market of over 300 aircraft 
(including those already delivered) of the basic TriStar model and proposed improvements (which 
should not involve significant development costs), with production and deliveries extending into the 
1980s. Based on current delivery projections, final recovery of the initial planning and tooling and of 
unrecovered production costs of previously delivered aircraft is expected to extend into the 1980s.
Recovery of the December 29, 1974 TriStar inventory is dependent on the number of aircraft 
ultimately sold (aircraft previously delivered, firm and second-buy orders on hand, plus additional 
orders, less cancellations, if any), and actual selling prices and costs. Of the TriStar gross inventory as 
of December 29, 1974, the recovery of approximately $500 million is dependent on the receipt of future 
firm orders beyond the 157 received through December 29 , 1974. Continued financing will be required 
until the TriStar inventory is substantially liquidated.
Sales significantly under estimates or costs significantly over estimates could result in recording 
substantial losses on the TriStar program in subsequent periods. Further, the Company’s projections 
of sales and costs are based on many underlying assumptions as to future events, including those 
concerning the U.S. and world economies, aircraft and other prices, cost performance, production 
rates, labor performance improvements, inflation, competition and foreign exchange rates. Projected 
sales and manufacturing costs both take into account expected price level increases and any resulting 
adjustments are reflected in existing sales contracts. All of these factors are subject to variations and 
many of them are beyond the Company’s control. Consequently, these factors cannot be quantified 
with precision and estimates are subject to periodic revision.
• • • •
Note 13
In early 1971 the Company and the Department of the Navy negotiated a settlement for $62 
million of the Company’s claims of $159 million on certain ship construction contracts, subject to 
further administrative proceedings within the Department of the Navy in accordance with applicable 
regulations. Provisional payments of $49 million were received by the Company on the settlement 
with the balance to be paid on the completion of these administrative proceedings. The Navy has not 
completed payment of the final $13 million under this settlement and the Company filed an appeal on 
May 24, 1973 with the Armed Services Board of Contract Appeals to arrive at a final resolution of the 
claims. The Company’s appeal alternatively asserts that a binding settlement of the claims had been 
reached at $62 million of which the unpaid $13 million is recoverable from the Navy, or the original 
$159 million in claims is subject to litigation, as revised, or in such amount as may be appropriate in the 
light of facts occurring since the claims were filed. Subsequent to the filing of the appeal, a Navy 
contracting officer made a finding that only approximately $6.8 million of the original $159 million 
claims had been adequately substantiated. The Company’s counsel is of the opinion, however, that the 
appeal will result in recovery by the Company of an amount, including payments already received, at 
least equal to the $62 million provided by the 1971 settlement. The $13 million unpaid balance of the 
settlement has been recorded by the Company as an account receivable.
In December 1974, the Company was advised by the Navy that material relating to the ship 
claims had been referred to the Civil and Criminal Divisions of the Department of Justice for investi­
gation. Details as to the basis for the referral have not been given to the Company, but the Navy has 
indicated that the sale of surplus steel and the cancellation of orders for steel raised questions related 
to the portion of the claims having to do with excess steel usage. The Company advised the Depart­
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ment of Justice that it will cooperate fully with the investigation and is furnishing all available data 
and material to the Department upon request. The Company’s management does not believe that any 
false representation was made in the preparation or submission of the claims and does not believe that 
the investigation will result in any liability to the Company.
On May 13, 1975, subsequent to the date of report of certified public accountants, the Armed 
Services Board of Contract Appeals ruled in favor of the Company with respect to the $62 million 
settlement described above. The Navy has 30 days in which to file a motion for reconsideration. The 
Company has no information as to whether the favorable decision will have any effect on the investiga­
tion by the Department of Justice.
• • • •
MOLYCORP, INC.
Auditor’s Opinion 
Board of Directors 
Molycorp, Inc.
We have examined the consolidated balance sheet of Molycorp, Inc. as of December 31, 1974 and 
December 31, 1973 and the related statements of consolidated income and retained earnings and 
consolidated changes in financial position for the years then ended. Our examinations were made in 
accordance with generally accepted auditing standards and accordingly included such tests of the 
accounting records and such other auditing procedures as we considered necessary in the circum­
stances.
As discussed in Note 4, because of the uncertainty of mining plans it may be necessary at some 
indeterminate future date to write off a significant amount of net book investment in the Company’s 
Questa mine and mill.
In our opinion, subject to the realization of the Company’s investment in Questa property re­
ferred to above, the aforementioned consolidated financial statements present fairly the financial 
position of Molycorp, Inc. and Subsidiaries as of December 31, 1974 and December 31, 1973 and the 
results of their operations and changes in financial position for the years then ended in conformity with 
generally accepted accounting principles applied on a consistent basis.
Notes to Financial Statements 
4. Property, Plant & Equipment
Questa mine development costs, including the cost of mining waste material overlying the ore 
deposit and the cost of development drilling, are capitalized. That portion of capitalized costs which 
relates to the open-pit ore-body is charged to production cost based upon application of an amortiza­
tion factor to pounds of molybdenum in ore mined, which factor provides for amortization of such 
capitalized development costs over the life of the deposit. The factor is calculated by dividing actual 
unrecovered development costs plus projected five year estimated costs of development by the pounds 
of molybdenum contained in proven and probable ore reserves plus projected five year estimated 
additional pounds of molybdenum expected to be developed. The mining plan in effect in 1974 was 
adopted in 1971 and has limited the removal of overlying waste material to a specified geographical 
boundary which would provide ore for operation of the mill only through 1977.
In January, 1975, the Company adopted a modified mining plan which will permit continuous 
operation of the present Questa open-pit deposit through 1979 and possibly through 1980, with a 
limited amount of expenditures (approximately $4,000,000) for additional waste removal. Decision as 
to longer term operating plans at Questa will be deferred until a diamond drilling program, presently 
being conducted in a mineralized zone southwest of the open pit, has been evaluated.
If the remaining reserves are not mined, it may be necessary at some indeterminate future date 
to write off a significant amount of the net book investment in Questa mine and mill. At December 31, 
1974 the unrecovered cost of the Questa property, plant and equipment was $66,162,109, of which 
$40,132,817 comprised development expenses related to the Questa open-pit mine, including approxi­
mately $32,384,970 of deferred stripping costs. In 1974 such development costs were capitalized in the 
amount of $7,853,712. The Company has leased mining equipment for the Questa mine which will 
require payments totaling $3,871,000 through 1979. Leasing costs for 1974 and 1973 were $1,446,000 
and $1,476,000, respectively. If all leases were capitalized the impact on 1974 net income would be less 
than 3%.
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• •  •  •
To the Stockholders and Directors of 
New England Nuclear Corporation
We have examined the consolidated balance sheet of New England Nuclear Corporation and 
subsidiaries as at February 28, 1975 and February 28, 1974 and the related consolidated statements of 
income, stockholders’ equity and changes in financial position for the years then ended. Our examina­
tion was made in accordance with generally accepted auditing standards, and accordingly included 
such tests of the accounting records and such other auditing procedures as we considered necessary in 
the circumstances.
As discussed in Note B, the Company carries its long-term investments in marketable securities 
at cost, which exceeded the approximate fair market value by $210,313 at February 28, 1975. The 
decline in value is not considered permanent by management. The ultimate realization and recovery of 
the carrying value of these investments is dependent upon future market prices on subsequent 
disposition, which is not presently determinable.
In our opinion, subject to the effects, if any, on the financial statements of the ultimate recovery 
of its investments in marketable securities discussed in the preceding paragraph, the financial state­
ments referred to above present fairly the financial position of New England Nuclear Corporation and 
subsidiaries as at February 28, 1975 and February 28, 1974 and the results of operations and changes 
in financial position for the years then ended, in conformity with generally accepted accounting 
principles applied on a consistent basis.
Notes to Financial Statements 
B. Investments in Marketable Securities
Pursuant to a resolution of the Board of Directors, investments in marketable securities, which 
are carried in the financial statements at a cost of $963,813 in 1975 and $1,048,500 in 1974, will be held 
for long-term investment purposes and have been classified accordingly. The 1974 presentation has 
been reclassified to conform with 1975. Although at February 28, 1975 the cost exceeded the approxi­
mate fair market value by $210,313, no loss was recognized in the financial statements, since, in the 
opinion of management, the market decline in these securities does not represent a permanent im­
pairment in value.
WHITE SHIELD CORPORATION
Auditor’s Opinion
The Board of Directors and Stockholders,
White Shield Corporation:
We have examined the accompanying consolidated balance sheet of White Shield Corporation at 
December 31, 1974 and 1973 and the related consolidated statements of operations, stockholders’ 
equity and changes in financial position for the years then ended. Our examinations were made in 
accordance with generally accepted auditing standards, and accordingly included such tests of the 
accounting records and such other auditing procedures as we considered necessary in the circum­
stances. We did not examine the financial statements of a consolidated subsidiary representing total 
assets and revenues of 56% and 94%, respectively, in 1974 (34% and 62% respectively in 1973) of the 
related consolidated totals. These statements were examined by other independent accountants 
whose report thereon has been furnished to us and our opinion expressed herein, insofar as it relates 
to the amounts included for such subsidiary, is based solely upon the report of the other independent 
accountants.
As more fully described in Notes 6 and 16, realization of the carrying values of foreign oil and gas 
contracts, concessions and other rights is dependent upon future developments and the Company’s 
ability to obtain adequate financing. The eventual outcome of these matters cannot be determined at 
this time.
In our opinion, based on our examinations and the report of other independent accountants 
referred to above, and subject to the effects, if any, on the financial statements of the resolution of the 
uncertainties referred to in the preceding paragraph, the financial statements mentioned above pre­
sent fairly the consolidated financial position of White Shield Corporation at December 31, 1974 and 
1973, the consolidated results of operations and the consolidated changes in financial position for the 
years then ended, in conformity with generally accepted accounting principles applied on a consistent 
basis during the period, except for the change in 1973, with which we concur, in accounting for 
contract and concession area costs, as described in Note 6, and after giving retroactive effect to the 
change in 1974, with which we concur, in the method of accounting for research and development 
costs, as described in Note 13.
NEW ENGLAND NUCLEAR CORPORATION
Auditor’s Opinion
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Notes to Financial Statements
Note 6—Property, plant and equipment
• •  •  •
Realization of the foreign oil and gas contracts, concessions and other rights is dependent upon 
the future discovery of mineral reserves in commercial quantities (except the Greece area) and the 
Company’s ability to obtain adequate financing or otherwise provide for its share of future exploration 
and development costs and is subject to the risks of foreign operations. See Note 16 for the Company’s 
commitments with respect to foreign contract and concession areas.
Note 16—Commitments and contingencies 
Contract and concession areas:
Indonesia:
Lampung-Banten:
Under a production sharing contract with the Indonesian oil and gas authority dated August 1969, 
remaining required expenditures to August 1977 total approximately $7,330,000 with respect to the 
offshore contract area and $420,000 with respect to the onshore contract area. Under this contract and 
agreements with other interest owners, the Company’s present share of such total remaining required 
expenditures approximate $3,592,000 and $143,000 respectively, with estimated expenditure in 1975 
of approximately $200,000. The Company has the right to terminate the agreement at the end of any 
contract year.
West Irian:
Under a production sharing contract with the Indonesian oil and gas authority dated March 1972 
and agreements with other interest owners the Company’s present share of required expenditures to 
March 1980 of approximately $77,000 is being carried by the operator except for expenditures, if any, 
subsequent to the date of the first discovery well.
Greece:
See “Foreign Oil and Gas Operations—Greece” on page 16 for a description of the agreement in 
principle reached on March 11, 1975 between the Greek government and the interest owners re­
negotiating the terms of an offshore Greece concession area. As part of the Agreement, the interest 
owners have undertaken to complete financing arrangements and proceed with construction of the 
necessary facilities for the initial phase development of the Prinou field discovered in 1974 so that 
production may begin by the second quarter of 1978. The most recently estimated cost of such 
development, including contingencies other than a major cost overrun, is approximately $250,000,000, 
of which the Company’s 6¼% interest is approximately $15,625,000. To date, such financing arrange­
ments have not been completed. In addition, the interest owners have agreed to drill at least six new 
exploratory wells in the concession area within the next four years. By agreement in April 1974, an 
unaffiliated company agreed to pay the Company’s share of the costs with respect to eight wells on 
four separate geological features in the concession area in consideration of the assignment of one- 
quarter of the Company’s interest in each of such drilling areas.
Australia:
Under an exploration permit with the designated authority of the Northern Territory of Australia 
dated September 1972 and agreements with other interest owners, the Company’s share of remaining 
required expenditures to September 1978 is approximately $1,830,000, of which approximately 
$20,000 applies to 1975. The permit may be terminated at any time.
• • • •
OUTCOME OF PROCEEDINGS OF RATE REGULATORY COMMISSIONS
AZTEC OIL & GAS COMPANY 
Auditor’s Opinion 
The Board of Directors 
Aztec Oil & Gas Company:
We have examined the balance sheets of Aztec Oil & Gas Company as of December 31, 1974 and 
1973 and the related statements of earnings and retained earnings and changes in financial position for 
the years then ended. Our examination was made in accordance with generally accepted auditing
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standards, and accordingly included such tests of the accounting records and such other auditing 
procedures as we considered necessary in the circumstances.
As discussed in note 8, the Company has received approximately $800,000 in revenue from 
condensate production from gas wells that may be refunded under a recent ruling of the Federal 
Energy Administration, and the Company is involved in litigation that may increase the Company’s 
price for a substantial amount of natural gas production in 1974 as well as in future years.
In our opinion, subject to the effect, if any, on the financial statements of the ultimate resolution 
of the matters discussed in the preceding paragraph, the aforementioned financial statements present 
fairly the financial position of Aztec Oil & Gas Company at December 31 , 1974 and 1973 and the results 
of its operations and the changes in its financial position for the years then ended, in conformity with 
generally accepted accounting principles applied on a consistent basis.
Notes to Financial Statements 
(8) Contingencies
On December 19, 1974, the Federal Energy Administration issued a ruling that the stripper well 
exemption from price regulations did not apply to condensate production from gas wells. The Com­
pany is contesting this ruling. In the event it is finally determined that the previous stripper well 
exemption for condensate produced from gas wells was invalid, the Company may be required to 
refund approximately $800,000 for the period from October 1973 through December 1974. In 
management’s opinion this refund will not be required.
On February 5, 1975, the Company filed a suit against a gas purchaser to determine the fair 
market value of gas sold to it under its 1953 and 1956 contracts in the San Juan Basin of New Mexico. 
The Company is asking the court to set the fair market value for both intrastate and interstate gas 
effective January 1, 1974, at a price substantially in excess of the prices currently being received. The 
effect on revenues from gas sales for 1974 cannot be evaluated until the court has made its determina­
tion.
CENTRAL ILLINOIS LIGHT COMPANY 
Auditor's Opinion 
To the Shareholders of 
Central Illinois Light Company:
We have examined the balance sheets and statements of capitalization of Central Illinois Light 
Company (an Illinois corporation) as of December 31, 1973 and 1974, and the related statements of 
income (included on page 4), retained earnings and source of funds used for construction expenditures 
for the five years ended December 31, 1974. Our examination was made in accordance with generally 
accepted auditing standards, and accordingly included such tests of the accounting records and such 
other auditing procedures as we considered necessary in the circumstances.
The Illinois Commerce Commission authorized an interim increase in the Company’s electric and 
gas rates, effective June 3, 1974, subject to refund depending on the final decision of the Company’s 
full rate case pending before the Commission. Revenues and net income in 1974, attributable to such 
interim rate increase were $5,157,000 and $2,448,000 (39¢ per average common share), respectively.
In our opinion, subject to the effect, if any, of the outcome of the rate matter referred to in the 
preceding paragraph, the financial statements referred to above present fairly the financial position of 
Central Illinois Light Company as of December 31, 1973 and 1974, and the results of its operations and 
source of funds used for construction expenditures for the five years ended December 31, 1974, in 
conformity with generally accepted accounting principles consistently applied during the periods.
GATEWAY TRANSPORTATION CO. INC.
Auditors' Opinion
To the Shareholders and the Board of Directors of 
Gateway Transportation Co., Inc.:
We have examined the consolidated balance sheet of Gateway Transportation Co., Inc. (a Wis­
consin corporation) and subsidiaries as of December 31, 1974 and December 31, 1973, and the related 
consolidated statements of income, shareholders’ investment, and changes in financial position for the 
years then ended. Our examination was made in accordance with generally accepted auditing stan­
dards, and accordingly included such tests of the accounting records and such other auditing proce­
dures as we considered necessary in the circumstances. We did not examine the financial statements 
of Carriers Insurance Company and subsidiaries, the investment in which is reflected in the accom­
panying financial statements using the equity method of accounting (see Note 1). The financial state-
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ments of Carriers Insurance Company were examined by other auditors whose report thereon has 
been furnished to us and our opinion expressed herein, insofar as it relates to the amounts included for 
Carriers Insurance Company, is based solely upon the report of the other auditors.
As discussed further in Note 5, in 1968 the company put into effect certain rate increases, subject 
to final approval by the Interstate Commerce Commission (ICC). In 1969, the ICC ordered that the 
rate increases on shipments moving between May 21, 1968, and August 30, 1969, be refunded. On 
appeal, the ICC order was sustained and that decision was affirmed by the Supreme Court of the 
United States. In January, 1975, the company and certain other carriers entered into a settlement 
agreement which establishes procedures for shippers to submit claims. The ultimate amount of any 
such claims is not presently determinable.
In our opinion, based upon our examination and the report of other auditors referred to above, 
and subject to the effect, if any, of the pending rate matter referred to in the preceding paragraph, the 
accompanying financial statements present fairly the financial position of Gateway Transportation 
Co., Inc. and Subsidiaries as of December 31, 1974 and December 31, 1973, and the results of their 
operations and the changes in their financial position for the years then ended, in conformity with 
generally accepted accounting principles applied on a consistent basis after giving retroactive effect to 
the change (with which we concur) in the method of accounting for teleprocessing installation charges, 
as discussed in Note 2 to the consolidated financial statements.
Notes to Financial Statements
5. Contingent Liabilities 
Pending Rate Matter:
Under tariffs published by the Middlewest Motor Freight Bureau, Inc. in 1968, the company put 
into effect certain rate increases, subject to final approval by the Interstate Commerce Commission 
(ICC). In 1969, the ICC ordered that the rate increases on shipments moving between May 21, 1968, 
and August 30, 1969, be refunded to shippers presenting claims supported by paid freight bills or 
other appropriate evidence. On appeal, the order was sustained and that decision was affirmed by the 
Supreme Court of the United States. In January, 1975, a settlement agreement was entered into by 
the company and certain other carriers which established procedures for shippers to submit claims for 
refund of these rate increases. Under the agreement, the shippers must present claims to the com­
pany by April 17, 1975. The company has recorded an estimated liability of approximately $184,000 at 
December 31, 1974, which management believes adequate for such claims. However, the aggregate 
amount of claims to be submitted and paid cannot presently be determined.
•  •  •  •
IOWA-ILLINOIS GAS AND ELECTRIC COMPANY 
Auditors' Opinion
To the Shareholders and Board of Directors of 
Iowa-Illinois Gas and Electric Company:
We have examined the consolidated balance sheets and statements of capitalization of Iowa- 
Illinois Gas and Electric Company (an Illinois corporation) and Subsidiary Company as of December 
31 , 1973 and 1974, and the related consolidated statements of income, retained earnings and sources of 
construction funds for the five years ended December 31, 1974. Our examination was made in accor­
dance with generally accepted auditing standards, and accordingly included such tests of the account­
ing records and such other auditing procedures as we considered necessary in the circumstances.
As discussed in Note 1 to the Consolidated Financial Statements, the Company is collecting 
revenues subject to refund in connection with various rate proceedings. It is not possible at this time 
to predict the outcome of such proceedings.
In our opinion, subject to the effect, if any, of the final decisions in the rate proceedings referred 
to above, the accompanying financial statements present fairly the consolidated financial position of 
the Companies as of December 31, 1973 and 1974, and the consolidated results of their operations and 
sources of construction funds for the five years ended December 31, 1974, in conformity with generally 
accepted accounting principles consistently applied during the periods.
Notes to Financial Statements 
(1) Rate Matters:
The financial statements have been restated to reflect the order issued by the Iowa State Com­
merce Commission on July 31, 1974 concluding electric and gas rate proceedings initiated by the 
Company in August, 1971. The Iowa Commission’s order on June 21, 1973 approved, in part, the
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proposed rate increase. After various court proceedings on appeal, the Company and the Commission 
entered into a stipulation agreement settling the case.
During these proceedings, higher electric and gas rates were collected, subject to refund, from 
the Company’s Iowa customers for the period December 31, 1971 through March 3, 1974. The Com­
pany was ordered to refund approximately $6,300,000, plus interest and sales tax, of the $16,680,000 
of revenues collected subject to refund during this period. This refund had the effect of decreasing 
previously reported Net income by $2,910,000 and $246,000 for 1972 and 1973, respectively.
On January 25, 1974, the Company initiated a new proceeding in Iowa requesting approval of new 
rates designed to increase revenues by $5,614,000 (based on 1973 sales). A portion of the rate increase 
became effective March 4, 1974, and the balance became effective August 1, 1974, in each case subject 
to refund. On September 20, 1974, the Company amended its application in this proceeding by filing 
new electric and gas rate schedules designed to produce additional annual revenues (based on 1974 
sales) of approximately $5,270,000 above the level of collections initiated on August 1, 1974. The Iowa 
Commission authorized such amended rate schedules to be put into effect on November 1, 1974, 
subject to refund. A decision in this proceeding is not expected before the second half of 1975.
In July, 1972 the Illinois Commerce Commission approved general rate increases, effective Au­
gust 10, 1972, which increased annual revenues from the Company’s Illinois operations by approxi­
mately $4,304,000 (based on 1973 sales).
On July 17, 1974, the Illinois Commerce Commission approved general rate increases, effective 
July 22, 1974, designed to increase annual electric revenues from the Company’s Illinois operations by 
approximately $2,943,000 and annual gas revenues by approximately $901,000 (based on estimates of 
1973 sales filed with such Commission). The approved amount was based upon the Company’s request 
for increased rates filed on August 30, 1973, and is approximately 81% of the requested electric 
increase and approximately 84% of the requested gas increase.
On September 30, 1974, the Company filed with the Illinois Commission a request for rate 
increases covering its Illinois electric and gas retail customers designed to increase annual revenues 
by approximately $5,847,000 (based on estimates of 1974 sales filed with such Commission). The 
Illinois Commission authorized the Company to put into effect an interim rate increase of $3,344,000, 
approximately 57% of the full rate increase requested, effective November 8, 1974, subject to refund, 
pending final decision on the full rate increase request. A decision in this proceeding is expected by 
mid-1975.
The Company also filed, on August 30, 1974, with the Federal Power Commission revised electric 
rate schedules for the largest of its four wholesale customers designed to produce approximately 
$196,000 of additional annual revenue. The Federal Power Commission granted permission to put 
these increased rates in effect October 1, 1974, subject to refund, pending final decision on the 
requested increase.
During 1974, the Company collected revenues of approximately $5,300,000 subject to refund of 
which, after income taxes, approximately $2,600,000 is included in net income for the year.
KANSAS-NEBRASKA NATURAL GAS COMPANY, INC.
Auditors’ Opinion
To the Stockholders and Board of Directors,
Kansas-Nebraska Natural Gas Company, Inc.:
We have examined the consolidated balance sheets and statements of capitalization of Kansas- 
Nebraska Natural Gas Company, Inc. (a Kansas corporation) and subsidiaries as of December 31, 1974 
and 1973 and the related consolidated statements of income, retained earnings, common stock and 
capital in excess of par value and changes in financial position for the years then ended. Our examina­
tion was made in accordance with generally accepted auditing standards, and accordingly included 
such tests of the accounting records and such other auditing procedures as we considered necessary in 
the circumstances. The financial statements of two consolidated subsidiaries, Northern Gas Company 
and Northern Utilities, Inc., whose revenues represent approximately 7% of consolidated revenues 
for the year 1974, were examined by another auditing firm, and we were furnished with their report 
on such statements.
As discussed more fully in Note 1, the Company is currently collecting certain of its revenues 
subject to possible refund, and a substantial portion of such revenues have been excluded from 
operating revenues in the consolidated statements of income pending the disposition of the related 
regulatory proceedings. The outcome of these proceedings is uncertain at this time.
In our opinion, based upon our examination and the report of other auditors referred to above, 
subject to the effect, if any, of the final determination of the regulatory proceedings referred to in the 
preceding paragraph, the accompanying financial statements present fairly the financial position of
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Kansas-Nebraska Natural Gas Company, Inc. and subsidiaries as of December 31 , 1974 and 1973, and 
the results of their operations and changes in their financial position for the years then ended, in 
conformity with generally accepted accounting principles consistently applied during the periods.
Notes to Financial Statements 
1. Revenues Subject to Refund
In 1971 Kansas-Nebraska filed with the FPC a request to increase rates to interstate wholesale 
customers by approximately $3.5 million annually. The proposed rates went into effect, subject to 
refund, on March 20, 1972. Early in 1974, an Administrative Law Judge’s decision granted increases 
approximating $2.6 million annually. This decision is now awaiting review by the Commission. A 
second rate application concerning interstate wholesale customers was filed with the FPC on August 
31, 1973, which, as subsequently revised, requested an increase of $1.7 million annually. These rates 
were placed into effect on March 16, 1974, subject to refund. Hearings have been completed on this 
rate case, but no decision has been issued. A rate application was filed with the Kansas Corporation 
Commission in October of 1973. The Company is awaiting an order from that Commission. Pursuant to 
a District Court Order, the Company began collecting, subject to refund, the proposed Kansas rate 
increases of $1.9 million annually on all bills rendered on and after August 29, 1974. The Order of the 
District Court allowing the rates to go into effect subject to refund has been appealed to the Kansas 
Supreme Court. Hearings have been completed before the Kansas Commission on the rate application 
and the Company is awaiting the Commission’s decision and resolution of the effective date of the rate 
increase which is before the Kansas Supreme Court. Due to the complexity of certain issues in these 
rate applications, a reservation of revenue subject to refund has been established. A portion of the 
revenues associated with these issues would have no effect on net income in as much as a like amount 
of expenses would be recorded. After deducting such reservations, total operating revenues include 
$1,130,000 and $1,150,000 collected subject to refund for the years 1974 and 1973, respectively.
TEXAS EASTERN TRANSMISSION CORPORATION
Auditor’s Opinion
The Board of Directors
Texas Eastern Transmission Corporation:
We have examined the consolidated balance sheets of Texas Eastern Transmission Corporation 
and subsidiary companies as of December 31, 1974 and 1973, and the related consolidated statements 
of income, retained earnings, additional capital and changes in financial position for the years then 
ended. Our examination was made in accordance with generally accepted auditing standards, and 
accordingly included such tests of the accounting records and such other auditing procedures as we 
considered necessary in the circumstances.
As explained in Note 2, the Company has gas revenues subject to refund pending final approval 
by the Federal Power Commission. The estimated amounts of general rate increases to be refunded 
have been excluded from revenues.
In our opinion, subject to any adjustment to the financial statements which may result from the 
ultimate resolution of the matters discussed in the preceding paragraph, the aforementioned financial 
statements present fairly the financial position of Texas Eastern Transmission Corporation and sub­
sidiary companies at December 31, 1974 and 1973, and the results of their operations and changes in 
their financial position for the years then ended, in conformity with generally accepted accounting 
principles applied on a consistent basis.
Notes to Financial Statements 
Note 2: Natural Gas Rates
The Company’s Eastern and Western gas systems placed into effect general rate increases 
effective June 14 and July 11, 1974, respectively, which are subject to refund as to any amounts not 
allowed by the Federal Power Commission. The Company has negotiated partial settlements with 
interested parties and a written settlement agreement has been filed with the FPC with respect to the 
Eastern system; however, full settlements and FPC approvals are still pending. The 1974 statements 
reflect revenues based on costs of service set forth in the partial settlements, including increased 
depreciation expense, but excluding return at rates in excess of those proposed by the FPC staff. On 
this basis revenue increases amounted to $31,413,677 on the Eastern system and $9,605,073 on the 
Western system and amounts refundable, including interest, amounted to $23,219,811 and $5,528,527 
respectively. Such refundable amounts are included in Current Liabilities.
Gas revenues also include $5,870,288 for 1974 and $11,623,684 for 1973 subject to refund pending 
further hearings and decisions in the matter of the Company’s elimination of its demand charge 
adjustment relative to curtailment of deliveries due to a gas supply shortage on the Eastern system.
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THE PACIFIC TELEPHONE AND TELEGRAPH COMPANY
Auditor’s Opinion 
To the Shareholders of
The Pacific Telephone and Telegraph Company
We have examined the consolidated balance sheet of The Pacific Telephone and Telegraph Com­
pany and its subsidiary as of December 31, 1974 and the related consolidated statements of income and 
reinvested earnings and changes in financial position for the year then ended. Our examination was 
made in accordance with generally accepted auditing standards, and accordingly included such tests of 
the accounting records and such other auditing procedures as we considered necessary in the circum­
stances. We previously examined and reported upon the consolidated financial statements of the 
Company and its subsidiary for the year 1973.
See Note (b) to the financial statements as to petitions which have been filed with the California 
Supreme Court requesting judicial review of certain rate increases.
In our opinion, subject to the effects, if any, on the financial statements for 1974 of the ultimate 
resolution of the matter referred to in the preceding paragraph, the aforementioned financial state­
ments present fairly the consolidated financial position of The Pacific Telephone and Telegraph Com­
pany and its subsidiary at December 31, 1974 and 1973 and the consolidated results of their operations 
and the changes in their financial position for the years then ended, in conformity with generally 
accepted accounting principles applied on a consistent basis.
Notes to Financial Statements
(b) Earnings Subject to Refund—The Consolidated Statements of Income and Reinvested Earn­
ings for the year ended December 31, 1974 include approximately $34,100,000 of Net Income (204 per 
common share) related to intrastate rate increases which were authorized by a decision of the Califor­
nia Public Utilities Commission and became effective August 17, 1974. Petitions filed with the Califor­
nia Supreme Court for review of that decision have yet to be acted upon and the Company is maintain­
ing records so that refunds may be made if ordered.
KENTUCKY UTILITIES COMPANY
Auditors’ Opinion
To the Shareowners and Board of Directors of 
Kentucky Utilities Company:
We have examined the consolidated balance sheet of Kentucky Utilities Company (a Kentucky 
corporation) and Subsidiary as of December 31, 1974 and 1973 and the related consolidated statements 
of income, retained earnings and funds used for construction expenditures for the years then ended. 
Our examination was made in accordance with generally accepted auditing standards, and accordingly 
included such tests of the accounting records and such other auditing procedures as we considered 
necessary in the circumstances.
As discussed in Note 2 to the consolidated financial statements, the Company has been collecting 
since May 15, 1974 additional revenues for its electric service, including certain amounts subject to 
refund under an Order of the Public Service Commission of Kentucky. The Order has been appealed to 
the Circuit Court by the Company to obtain the rates originally requested and by certain intervenors 
to reduce the rates allowed by the Public Service Commission of Kentucky in its Order. The final 
resolution of this rate proceeding cannot presently be determined.
In our opinion, subject to the effect, if any, of the final resolution of the matter discussed in the 
preceding paragraph, the accompanying financial statements referred to above present fairly the 
financial position of Kentucky Utilities Company and Subsidiary as of December 31, 1974 and 1973, 
and the results of their operations and their funds used for construction expenditures for the years 
then ended, in conformity with generally accepted accounting principles consistently applied during 
the periods.
Notes to Financial Statements
2. On May 15, 1974, the Company put into effect, in conjunction with its rate proceeding, new 
rate schedules designed to increase electric revenues by approximately $13,400,000 annually. The 
Public Service Commission of Kentucky (Commission) rendered an Order on July 10, 1974, which 
allowed the Company additional electric revenues of approximately $7,300,000 annually. The Com­
pany appealed the Commission’s Order to the Franklin Circuit Court (Court) and continued to bill its 
customers at the increased rates put into effect on May 15, 1974. Certain interveners have appealed
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the Commission’s Order to the Court requesting a reduction in the rate increase allowed by the 
Commission.
Operating revenues for 1974 include approximately $8,500,000 which has been collected under the 
new rate schedules placed in effect on May 15, 1974, of which approximately $3,800,000 is subject to 
refund under the Commission Order. A charge has been made against income ($1,892,000 net of 
income taxes) to reflect a possible refund of this amount, together with interest at the rate of 6% per 
annum. The effect on net income for 1974 of the new rates, less the charge against income, is 
approximately $2,300,000 or 35¢ per share. All amounts collected under the increased rates are 
subject to refund of any amounts not finally allowed. The final resolution of this rate proceeding cannot 
be presently determined.
Reference is made to page 6 for further discussion of this rate matter.
(Page 6)
Rate Relief
In November, 1973, the Company filed an application with the Public Service Commission of 
Kentucky seeking authority to increase its retail electric rates so as to produce additional annual 
revenue of about $13.4 million, based on a 12-month test period ending November 30, 1973.
In accordance with Kentucky law the Company placed the full amount of the increases into effect 
on May 15, 1974, subject to refund of any amount not finally allowed.
On July 10 the Commission ordered the Company to put into effect new rate schedules which, the 
Commission stated, would increase annual retail revenues in the test period by $7.3 million. The order 
also required that any excess amounts collected be refunded with interest at six per cent per annum.
The Company, after the Commission denied a re-hearing, filed an action in Franklin County 
Circuit Court asking that the case be remanded to the Commission with instructions to set rates 
sufficient to produce the $13.4 million originally asked. The Consumer Protection Division of the office 
of the Attorney General of Kentucky and the Lexington-Fayette County Urban Government also filed 
actions asking the Court to remand the case to the Commission for the purpose of setting lower rates 
than the Commission allowed. The three actions have been consolidated.
In the consolidated actions the Consumer Protection Divison sought an interim order to require 
the Company to place the Commission approved rates into effect and refund the excess amounts 
collected on billings after August 19, 1974, the date the Commission denied the Company’s petition for 
rehearing. However, on February 5, 1975, the Court, at the Company’s request, ruled that the 
Company is entitled to a temporary injunction restraining enforcement of the Commission’s rate 
order, and thus permitting continued collection of the rates put into effect May 15, 1974, until further 
order of the Court.
The consolidated actions have been argued and submitted to the Court for decision on the merits.
In 1974, too, the Company continued its action before the Federal Power Commission seeking 
rate relief in its wholesale power schedules. Of the $773,000 in increased annual revenues being sought 
by the Company, the FPC allowed increases in rates charged the City of Paris and Old Dominion 
Power Company totalling $278,000 based on a test year ending July 31, 1972. It denied any increases 
for 11 other wholesale customers, holding that the Company’s contracts with these customers contain 
rates not subject to change on a unilateral filing by the Company. The Company has petitioned the 
U.S. Court of Appeals for the District of Columbia seeking its review of the Commission’s orders with 
respect to these 11 wholesale customers. Oral arguments on this petition were made on December 9, 
1974.
The outcome of these proceedings cannot be predicted at this time.
OUTCOME OF LAWSUITS AGAINST THE COMPANY FOR VIOLATION OF ANTI-TRUST LAWS
AMERICAN BRANDS, INC.
Auditor’s Opinion
To the Board of Directors and Stockholders of 
American Brands, Inc.:
We have examined the consolidated balance sheet of American Brands, Inc., and Subsidiaries as 
of December 31, 1974, and the related statements of income and retained earnings and changes in 
financial position for the year then ended. Our examination was made in accordance with generally 
accepted auditing standards, and accordingly included such tests of the accounting records and such 
other auditing procedures as we considered necessary in the circumstances. We previously examined
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and reported upon the consolidated financial statements of the Company for the year ended December 
31, 1973.
In July 1974 the Company was named as a co-defendant in two civil antitrust actions, as discussed 
in Pending litigation in Notes accompanying financial statements.
In our opinion, subject to the outcome of the litigation referred to in the preceding paragraph, the 
aforementioned financial statements present fairly the consolidated financial position of American 
Brands, Inc. and Subsidiaries at December 31, 1974 and 1973, and the consolidated results of their 
operations and changes in their financial position for the years then ended, in conformity with gener­
ally accepted accounting principles applied on a consistent basis.
Notes to Financial Statements 
Pending litigation
In July 1974 the Company was named as a co-defendant with a number of other tobacco companies 
(including in one case Gallaher Limited) in two civil actions brought by leaf growers for themselves 
and purportedly for classes of others similarly situated. The suits allege violations of the antitrust laws 
by the defendants commencing in 1970 and claim treble damages against the defendants aggregating 
approximately $2,500,000,000. The Company has filed answers to the complaints denying the material 
allegations thereof and raising several affirmative defenses, including defenses to the class action 
allegations. While counsel for the Company are unable to predict the outcome of this litigation, it is 
their opinion, based on their investigation to date, that the Company’s defenses have a substantial 
basis in fact and in law. These actions continue to be vigorously defended.
HOLLY SUGAR CORPORATION
Auditors’ Opinion
To the Stockholders and Board of Directors 
of Holly Sugar Corporation:
We have examined the consolidated balance sheet of Holly Sugar Corporation and subsidiary as of 
March 31, 1975 and 1974 and the related consolidated statements of income and retained earnings and 
changes in financial position for the years then ended. Our examination was made in accordance with 
generally accepted auditing standards, and accordingly included such tests of the accounting records 
and such other auditing procedures as we considered necessary in the circumstances.
As more fully explained in note 6 to the financial statements, the corporation is engaged in 
antitrust litigation, the ultimate outcome of which cannot be predicted.
In our opinion, subject to the outcome of the matter discussed in the preceding paragraph, the 
accompanying financial statements present fairly the financial position of the companies at March 31, 
1975 and 1974 and the results of their operations and the changes in financial position for the years 
then ended, in conformity with generally accepted accounting principles applied on a consistent basis.
Notes to Financial Statements
6. Antitrust Litigation
Two indictments and two companion civil actions were filed by the Federal Government in 
December 1974 in the United States District Court in San Francisco charging the corporation and six 
other sugar companies with violations of the Sherman Act in connection with sugar marketing during 
the approximate period 1970 through 1972. The Government is seeking from the corporation fines 
totaling $100,000 in the two criminal cases and injunctive relief in the civil cases.
The corporation and all other defendants in the criminal cases entered pleas of not guilty on 
January 31, 1975. Subsequently, defendants’ motions to dismiss the two indictments were denied by 
the District Court, and certain aspects of those motions are now being reviewed by the United States 
Court of Appeals for the Ninth Circuit. Further proceedings in both criminal actions have been stayed 
pending the decision of the Court of Appeals, and the Government has indicated that it will not 
actively prosecute its civil cases until disposition of the criminal actions.
In addition to the Government’s suits, twenty-six actions have been filed during the period 
December 1974 through April 1975 against the corporation and other defendants in federal courts in 
Illinois, Minnesota, Pennsylvania and California by various classes of sugar customers, which make 
essentially the same allegations set forth in the Government’s suits. These actions purport to be class 
actions seeking treble damages, litigation expenses, attorneys’ fees and injunctive relief. Application 
has been made to the Judicial Panel on Multidistrict Litigation for consolidated discovery and pretrial 
proceedings in these cases. All activity has been dormant pending a decision of the Panel.
Although management believes that it has conducted its business in conformity with the require­
ments of the law and is vigorously defending each of these actions, it is impossible to predict the 
ultimate outcome or the financial impact on the corporation of an adverse judgment.
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KENNECOTT COPPER CORPORATION
Auditor’s Opinion
To the Directors and Stockholders of 
Kennecott Copper Corporation:
We have examined the consolidated balance sheet of Kennecott Copper Corporation and Sub­
sidiaries as of December 31, 1974 and the related consolidated statements of income and earned 
surplus and changes in financial position for the year then ended. Our examination was made in 
accordance with generally accepted auditing standards, and accordingly included such tests of the 
accounting records and such other auditing procedures as we considered necessary in the circum­
stances. We previously examined and reported upon the consolidated financial statements of the 
Company for the year 1973.
As more fully described in Note 12 to the consolidated financial statements, the Company and a 
subsidiary are party to two suits filed against several domestic copper producers and fabricators.
In our opinion, subject to the outcome of the litigation referred to in the preceding paragraph, the 
aforementioned financial statements present fairly the consolidated financial position of Kennecott 
Copper Corporation and Subsidiaries at December 31, 1974 and 1973 and the consolidated results of 
their operations and changes in financial position for the years then ended, in conformity with gener­
ally accepted accounting principles applied on a consistent basis, except for the change, with which we 
concur, in the method of pricing certain inventories as described in Note 1 of notes to consolidated 
financial statements.
Notes to Financial Statements 
12. Legal Proceedings:
In June, 1970, Triangle Industries, Inc., filed suit against several domestic copper producers and 
fabricators, including Kennecott and its subsidiary, Chase Brass & Copper Co. Incorporated, alleging 
various violations of the Federal antitrust laws and seeking treble damages and divestiture by the 
producers of their fabricating subsidiaries. Reading Industries, Inc. filed a similar suit in October, 
1970. Answers categorically denying all the allegations have been filed by Kennecott. Preliminary 
pre-trial proceedings have taken place from 1971 through 1974. Outside counsel advises that, although 
these actions are in their preliminary stages and the potential liability, if any, of Kennecott and Chase 
cannot be presently determined, nothing has come to their attention in the course of their investiga­
tion that causes them to believe that a judgment will be entered against either Kennecott or Chase in 
either action.
OTTER TAIL POWER COMPANY 
Auditor’s Opinion 
To the Shareholders of 
Otter Tail Power Company:
We have examined the balance sheet of Otter Tail Power Company as of December 31, 1974 and 
1973 and the related statements of income, retained earnings, and changes in financial position for the 
years then ended. Our examination was made in accordance with generally accepted auditing stan­
dards, and accordingly included such tests of the accounting records and such other auditing proce­
dures as we considered necessary in the circumstances.
As discussed in the second paragraph of Note 7 to the Financial Statements, the Company is a 
defendant in suits brought by three municipalities charging antitrust violations and seeking treble and 
punitive damages totaling $4,386,593. Since the ultimate outcome of the lawsuits cannot presently be 
determined, no provision for any liability that may result has been made in the financial statements.
In our opinion, subject to the possible effect on the financial statements of the outcome of the 
litigation discussed in the preceding paragraph, the above-mentioned financial statements present 
fairly the financial position of the Company at December 31, 1974 and 1973 and the results of its 
operations and the changes in its financial position for the years then ended, in conformity with 
generally accepted accounting principles applied on a consistent basis.
Notes to Financial Statements
7. Commitments and Contingent Liabilities
• • •  •
As explained under “Court Actions Continue” on page 8, the Company is a defendant in suits 
brought by three municipalities charging antitrust violations and seeking treble and punitive damages 
totaling $4,386,593.
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Court Actions Continue
Last year we reported that Aurora and Colman, South Dakota, had filed treble-damage suits 
against us, charging antitrust violations and seeking damages of $109,407 and $589,286, respectively. 
Both cases are moving forward toward trial, the Aurora case in the U.S. District Court at Sioux Falls 
and the Colman case in the South Dakota Circuit Court for the Third Judicial District.
The Federal Power Commission proceedings to determine a compensatory rate, based upon fully 
allocated costs, for furnishing firm wheeling services to municipalities is still pending. It has pro­
ceeded through a series of recessed hearings, with the next hearing date before the Administrative 
Law Judge presently being set for May 5, 1975. While initially concerned with a wheeling rate for 
Elbow Lake, Minnesota, the scope of this proceeding has been enlarged to involve other municipalities 
receiving wheeling service. Currently Elbow Lake has appealed to the United States Circuit Court of 
Appeals for the District of Columbia from an intermediate order made by the Federal Power Commis­
sion in this proceeding. This appeal is pending before the Circuit Court of Appeals.
Last year we also reported on the pendency of Elbow Lake’s treble-damage case which seeks 
treble damages of $3,687,900. The FPC rate proceedings have a bearing upon this case, and no trial 
date has been set.
PFIZER INC.
Auditor's Opinion
To the Shareholders and Board of Directors of 
Pfizer Inc.
We have examined the consolidated statement of financial position of Pfizer Inc. and subsidiary 
companies as of December 31, 1974 and 1973 and the related consolidated statements of income, 
shareholders’ equity and changes in financial position for the years then ended. Our examination was 
made in accordance with generally accepted auditing standards, and accordingly included such tests of 
the accounting records and such other auditing procedures as we considered necessary in the circum­
stances.
As discussed in the notes to consolidated financial statements under Legal Matters, the Company 
is involved in a number of suits alleging violation of antitrust laws, as well as a civil action brought by 
the United States. The Company denies all charges that it violated the antitrust laws and is vigorously 
contesting all charges of antitrust violation, as well as the damage claims involved. Since the outcome 
of the litigation cannot presently be determined, no provision for any liability that may result has been 
made in the financial statements.
In our opinion, subject to the effects, if any, on the financial statements of the ultimate resolution 
of the litigation discussed in the preceding paragraph, such financial statements present fairly the 
financial position of Pfizer Inc. and subsidiary companies at December 31, 1974 and 1973, and the 
results of their operations and changes in their financial position for the years then ended, in confor­
mity with generally accepted accounting principles applied on a consistent basis, except for the change 
with which we concur, in the method of valuing certain domestic inventories as referred to in the notes 
to consolidated financial statements.
Notes to Financial Statements
Legal Matters. Activity continued during 1974 with respect to litigation brought against Pfizer 
and other defendants alleging violations of the United States antitrust laws relating to broad spectrum 
antibiotic products. Settlement of suits brought by the states of California, Hawaii, Kansas, Oregon, 
Utah and Washington became final in 1974. In June, the suit by the State of North Carolina was 
decided in favor of Pfizer and the other four defendants through the dismissal of all charges after trial. 
That case is now on appeal by the state.
There are twenty-nine other actions pending. Fifteen of the cases are now on trial in Minneapolis. 
The cases on trial include a civil action brought by the United States, class action antitrust damage 
suits brought by or on behalf of insurance companies and union health and welfare funds, and antitrust 
damage suits brought by California Physicians Service, International Rectifier Corporation and 
Malcolm-Gregg. Trial of these cases is not expected to be completed for more than a year. Except for 
the civil case brought by the United States in 1969 for cancellation of the tetracycline patent and for 
damages for alleged overcharges on direct and indirect purchases of broad spectrum antibiotic prod­
ucts by the federal government, any damages proved would be subject to trebling as well as award of 
reasonable attorney fees and costs. While Pfizer’s share of the plaintiffs’ claims against the five 
defendants in these cases would aggregate several hundred million dollars, Pfizer is confident that
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such claims are grossly inflated. Pfizer denies all charges that it violated the antitrust laws and is 
vigorously contesting all charges of antitrust violations as well as the damage claims involved.
Eight suits by foreign governments—Vietnam, the Philippines, Iran, India, Colombia, West 
Germany, Korea and Spain—and suits by a group of retailers and a retail chain, a casualty insurer, 
two individuals, and a suit which seeks to represent a class of physicians and clinics are not being tried 
at this time. Pfizer and the other defendants have asked the Court of Appeals for the Eighth Circuit to 
determine whether foreign governments have a right to bring suit under the United States antitrust 
laws and whether they have the right to sue on behalf of, or recover for, their citizens.
Pre-trial discovery in a suit for infringement of Pfizer’s patent on doxycycline (marketed by Pfizer 
under the trademark Vibramycin) against International Rectifier Corporation, two International 
Rectifier subsidiaries and against USV Pharmaceutical Corporation and Revlon, Inc., and antitrust 
counterclaims for damages brought by the defendants is proceeding. A motion for summary judgment 
on certain patent issues brought by the defendants is still pending.
No provision has been made in the financial statements for contingencies arising out of any of the 
foregoing suits since such contingencies cannot now be reasonably predicted. The Company is advised 
that under present generally accepted accounting principles any amounts applicable to specific prior 
years, after giving effect to related tax reductions, would be chargeable directly to retained earnings.
PUROLATOR, INC.
Auditor's Opinion
The Stockholders and Board of Directors 
Purolator, Inc.:
We have examined the consolidated statements of financial condition of Purolator, Inc. and 
subsidiaries as of December 31, 1974 and 1973, and the related consolidated statements of earnings, 
stockholders’ equity and changes in financial position for the years then ended. Our examination was 
made in accordance with generally accepted auditing standards, and accordingly included such tests of 
the accounting records and such other auditing procedures as we considered necessary in the circum­
stances.
In August 1974, a judgment was entered against the Company in connection with certain litiga­
tion as described in note 11. The Company is appealing the judgment. Although counsel for the 
Company believe there are substantial grounds for this appeal, they are not in a position to predict its 
outcome and accordingly, no provision has been made at December 31, 1974 for monetary damages or 
additional legal fees, if any, which may ultimately be payable.
In our opinion, subject to the effects, if any, on the consolidated financial statements of the 
ultimate resolution of the matter discussed in the preceding paragraph, the aforementioned consoli­
dated financial statements present fairly the financial position of Purolator, Inc. and subsidiaries at 
December 31, 1974 and 1973, and the results of their operations and changes in their financial position 
for the years then ended, in conformity with generally accepted accounting principles applied on a 
consistent basis.
Notes to Financial Statements 
(11) Contingencies:
On January 27, 1973, plaintiff Wynn Oil Company (“Wynn”) filed an amended complaint (the 
original action having commenced in 1971) in the United States District Court for the Middle District 
of Florida against defendants Purolator, Inc., its wholly-owned subsidiary Purolator Chemical Corpo­
ration (“Chemical”), and two individuals affiliated with Chemical. The amended complaint, among 
other charges, alleged that defendants maliciously interfered with Wynn’s business relations with its 
distributors of automotive additive products, and competed unfairly with Wynn in violation of the 
Federal and Florida antitrust laws, as well as other Florida State laws. On August 20, 1974, after a 
six-week jury trial and based on the jury’s verdict, judgment was entered against all four defendants 
in the District Court in amounts totaling $16,231,713 in damages, $27,656 in costs, and subsequently 
$553,602 in attorney’s fees for a total judgment of $16,812,971.
If the judgment is affirmed in its present form, Purolator, Inc. will itself be liable in the amount of 
$15,581,258, together with interest at 6% per year from the date of the judgment. Chemical, which is 
liable jointly with Purolator, Inc. for $8,553,602 of the total judgment, is liable additionally for 
$1,231,713, an amount which greatly exceeds its assets.
In addition to the monetary damages awarded, the District Court entered an injunction against 
all four defendants, permanently enjoining and restraining them from engaging in certain business 
practices in the chemical additive industry. This injunction, in the opinion of management, prohibited 
Chemical from engaging in generally accepted business practices in this industry.
Page I 38
As a consequence of the monetary award and the injunction, Chemical terminated all of its 
business operations effective November 11, 1974 since, in the opinion of management, it could not be a 
viable competitor in the chemical additive business in the United States.
All four defendants have filed an appeal in the United States Court of Appeals for the Fifth 
Circuit from each and every aspect of the judgment adverse to them. While in the opinion of Cahill 
Gordon & Reindel and Bedell, Bedell, Dittmar, Smith & Zehmer, counsel for the defendants, there are 
substantial grounds for this appeal, they are not in a position to predict what relief, if any, will be 
granted by the Court of Appeals. The appellate court has not yet scheduled oral argument on this 
appeal, and is not expected to do so until some time in the Spring of 1975.
The loss on investments and advances to Chemical arising from the complete termination of the 
operations of Chemical mentioned above, together with legal fees, less income tax benefits have been 
charged to 1971 earnings in accordance with Opinion No. 9 of the Accounting Principles Board. The 
amount of the charge was $1,815,411 which is net of income tax benefit of $1,168,506. No provision has 
been made at December 31, 1974 for additional legal fees which will be incurred in connection with the 
appeal nor has provision been made for monetary damages, if any, which may ultimately be payable. 
Any material amounts will similarly be charged to the results of operations for 1971.
The Company is involved in litigation other than described above. Although the ultimate liability 
with respect to such other litigation cannot be determined at this time, such liability is not expected to 
have any material adverse effect on the Company’s financial condition.
R.J. REYNOLDS INDUSTRIES, INC.
Auditor's Opinion
R.J. Reynolds Industries, Inc.
Its Directors and Stockholders
We have examined the consolidated balance sheets of R.J. Reynolds Industries, Inc. and sub­
sidiaries as of December 31, 1974, and December 31, 1973, and the related consolidated statements of 
earnings, earnings retained and changes in financial position for the years then ended. Our examina­
tions were made in accordance with generally accepted auditing standards and, accordingly, included 
such tests of the accounting records and such other auditing procedures as we considered necessary in 
the circumstances.
As discussed in Note C to the financial statements, the Company and others, including all major 
United States cigarette manufacturers, are defendants in lawsuits alleging violations of antitrust 
laws. The Company’s counsel, based on its investigation and formal discovery to date, is of the opinion 
the Company has substantial factual and legal defenses to the charges made. Accordingly, the Com­
pany has made no provision for this matter in its financial statements.
In our opinion, subject to the effects, if any, of the ultimate resolution of the matter discussed in 
the preceding paragraph, the financial statements referred to above present fairly the consolidated 
financial position of R.J. Reynolds Industries, Inc. and subsidiaries at December 31, 1974 and 1973, 
and the consolidated results of their operations and the changes in their consolidated financial position 
for the years then ended, in conformity with generally accepted accounting principles applied on a 
consistent basis.
Notes to Financial Statements 
Note C—
Commitments and Contingencies
In July, 1974, two civil actions purporting to be class actions were brought against the six major 
United States cigarette manufacturers, including the Company, and others, by certain tobacco farm­
ers alleging violations of the antitrust laws and seeking damages aggregating approximately $2.5 
billion plus attorneys’ fees and costs. Both actions are in their early stages and investigation of the 
facts is not complete. Counsel has advised the Company, based on its investigation and the formal 
discovery to date, that in its opinion these cases are not proper class actions and the Company has 
substantial factual and legal defenses to the charges made. Accordingly, the Company has made no 
provision for this matter in its financial statements.
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THE WACHOVIA CORPORATION 
Auditor's Opinion 
The Board of Directors 
The Wachovia Corporation 
Winston-Salem, North Carolina
We have examined the consolidated statement of condition of The Wachovia Corporation and 
subsidiaries as of December 31, 1974, and 1973, and the related consolidated statements of earnings, 
shareholders’ equity, and changes in financial position for the years then ended. Our examinations 
were made in accordance with generally accepted auditing standards and, accordingly, included such 
tests of the accounting records and such other auditing procedures as we considered necessary in the 
circumstances.
As discussed in Note L of notes to consolidated financial statements, the Corporation has commit­
ted to the Federal Reserve Board to divest all the shares of American Credit Corporation and 
subsidiaries except for Southeastern Financial Corporation by December 31, 1978. The timing and 
method of any divestiture or retention of Southeastern Financial Corporation will be subject to orders 
of the U.S. District Court in the pending antitrust action instituted by the Justice Department. The 
Board of Directors of Wachovia has made no decision as to the method and terms of divestiture and 
therefore the financial effects of such divestiture cannot be determined at this time.
In our opinion, subject to the effects of such adjustments, if any, as might have been required had 
the outcome of the uncertainty referred to in the preceding paragraph been known, the consolidated 
financial statements referred to above present fairly the consolidated financial position of The 
Wachovia Corporation and subsidiaries at December 31, 1974, and 1973, and the consolidated results 
of their operations and changes in financial position for the years then ended, in conformity with 
generally accepted accounting principles applied on a consistent basis after restatement for the 
change, with which we concur, in consolidation policy as described in Note A of notes to consolidated 
financial statements.
Further, in our opinion, the accompanying financial statements of Wachovia Bank and Trust 
Company, N.A., and subsidiaries present fairly the consolidated financial position of Wachovia Bank 
and Trust Company, N.A., and subsidiaries at December 31, 1974 and 1973, and the consolidated 
results of their operations and changes in financial position for the years then ended, in conformity 
with generally accepted accounting principles applied on a consistent basis. It is also our opinion that 
the accompanying financial statements of American Credit Corporation and subsidiaries present fairly 
the consolidated financial position of American Credit Corporation and subsidiaries at December 31, 
1974, and 1973, and the consolidated results of their operations and changes in financial position for the 
years then ended, in conformity with generally accepted accounting principles applied on a consistent 
basis.
Notes to Financial Statements 
Note L—Divestiture Matters
On April 24, 1970, the Department of Justice instituted an antitrust action against the 
Corporation’s acquisition of the stock of American Credit Corporation (American). After a hearing, 
the U.S. District Court in Charlotte, North Carolina, on June 4, 1970, issued an order permitting the 
proposed acquisition to proceed, but directed that, pending a trial and final judgment, the corpora­
tions were to hold completely separate personnel, financing, operations and capital. On April 18, 1972, 
the Court issued an order suspending the Justice Department’s antitrust action pending a determina­
tion by the Board of Governors of the Federal Reserve System on an application by the Corporation 
for approval of its ownership of American. The order was consented to by both the Corporation and 
the Department of Justice. On December 1, 1972, the Corporation filed with the Board of Governors 
an application seeking approval of its ownership of American. The Corporation amended its applica­
tion on December 6, 1973, proposing to divest certain operations of American.
On April 25, 1974, the Corporation filed a new amendment with the Board of Governors seeking 
approval to retain Southeastern Financial Corporation, American’s factoring and commercial finance 
subsidiary. Except for this retention, the Corporation’s application committed to divest by December 
31, 1978, all the shares of American. On December 11, 1974, the Board of Governors approved the 
Corporation’s application to retain Southeastern Financial Corporation. However, the timing and 
method of any divestiture or retention of Southeastern Financial Corporation will be subject to orders 
of the U.S. District Court in the pending antitrust action instituted by the Justice Department.
The Board of Directors of the Corporation has made no decision as to the method and terms of 
divestiture and therefore the financial effects on the accompanying consolidated financial statements 
cannot be determined at this time.
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WALTER KIDDE & COMPANY, INC.
Auditors’ Opinion
To the Shareholders and Board of Directors,
Walter Kidde & Company, Inc.:
We have examined the consolidated balance sheets of Walter Kidde & Company, Inc. (a Delaware 
corporation) and subsidiaries as of December 31, 1974 and 1973 and the related consolidated state­
ments of income, paid-in surplus, earnings retained in the business and changes in financial position 
for the years then ended. Our examination was made in accordance with generally accepted auditing 
standards, and accordingly included such tests of the accounting records and such other auditing 
procedures as we considered necessary in the circumstances. We did not examine the financial state­
ments of United States Lines, Inc. and its subsidiaries. These statements were examined by other 
auditors whose report thereon has been furnished to us.
As explained in the Notes to Financial Statements, the Company’s contract to sell United States 
Lines, Inc. and the related Supplemental Agreement have been challenged in an antitrust action. 
Accordingly, the utlimate realization of the interest accrued in connection with these contracts is 
dependent upon the outcome of this litigation. This accrued interest receivable amounted to 
$23,883,000 ($12,419,000 after related taxes) at December 31, 1974 of which $6,258,000 ($3,254,000 
after related taxes) and $5,947,000 ($3,093,000 after related taxes) was accrued in 1974 and 1973, 
respectively. In the opinion of special counsel, the Company should prevail with respect to the 
Supplemental Agreement in which case the interest will be fully realized.
In our opinion, based upon our examination and the report of other auditors referred to above, 
subject to the ultimate realization of the interest described in the preceding paragraph, the accom­
panying consolidated financial statements present fairly the financial position of Walter Kidde & 
Company, Inc. and subsidiaries as of December 31, 1974 and 1973, the results of their operations and 
the changes in their financial position for the years then ended in conformity with generally accepted 
accounting principles. Other than for the change (with which we concur) as of January 1, 1974, to the 
last-in, first-out (LIFO) method of determining inventory costs as described in the Notes to Financial 
Statements, in our opinion the accounting principles were consistently applied during the years.
Notes to Financial Statements 
Contract to Sell United States Lines, Inc.
On November 9, 1970 the Company contracted to sell all the outstanding stock of United States 
Lines, Inc. (U.S. Lines) to R.J. Reynolds Tobacco Company (Reynolds) in exchange for a $65,000,000 
note to be delivered at a later date and due not later than November 9, 1976. The principal of the note 
bears interest at 8% from November 9 ,  1970 and the unpaid 8% interest bears interest at 6% from May 
9, 1971.
The contract provides that the sale will be consummated on the tenth day after the final approvals 
of the Interstate Commerce Commission (ICC), the Federal Maritime Commission (FMC) and, if 
necessary, the Federal Maritime Administration. To provide for the contingency that necessary 
governmental approvals may not be obtained, the Company and Reynolds have entered into a Sup­
plemental Agreement which requires that, in this event, Reynolds must designate an independent 
financial institution which will, by no later than November 9, 1976, make an alternative disposition of 
U.S. Lines, through private or public sale, and must assure that the $65,000,000 note (including all 
accrued interest), or equivalent consideration, is delivered to the Company. Until disposition is 
accomplished under one of these agreements, U.S. Lines must continue to operate in a reasonably 
prudent competitive manner.
In view of the foregoing, the $65,000,000 plus accrued interest has been reflected as a receivable 
under the above contracts in the accompanying balance sheets.
In December, 1970 the U.S. Department of Justice filed an antitrust action in a Federal District 
Court requesting, among other matters, that the merger be enjoined and the Supplemental Agree­
ment be declared null and void. In April, 1971 the parties consented to a preliminary injunction 
requiring that the status quo be maintained and the Court issued an opinion that the Court, not the 
FMC, has jurisdiction with regard to the merger. The antitrust action is still pending before the 
Court.
On June 28, 1974, the U.S. Court of Appeals for the District of Columbia ruled that the FMC, 
which had previously approved the sale of U.S. Lines to Reynolds (subject to conditions designed to 
insure the continued viability of U.S. Lines as an independent competitive entity), does not have 
jurisdiction over the acquisition or over the Supplemental Agreement. On December 16, 1974, the 
U.S. Supreme Court denied a petition to review this decision.
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On July 15, 1974, American Export Lines, Inc. filed an action in the Federal District Court for the 
District of Columbia to set aside the previous approval on March 7 , 1974 by the ICC of the sale, in view 
of the Court of Appeals’ decision discussed above. On September 3, 1974, the ICC agreed to recon­
sider its decision of March 7th upon the present record. No further action has been taken by the ICC 
with respect to the merits of its decision in this matter.
Special counsel for the Company is of the opinion that, if the acquisition agreement cannot be 
consummated, Kidde should ultimately prevail with respect to the Supplemental Agreement. Accord­
ingly, the Company’s financial statements have not included the operating results of U.S. Lines after 
November 9, 1970.
Interest related to the $65,000,000 note has been accrued from November 9, 1970, amounting to 
$23,883,000 ($12,419,000 after related taxes), of which $5,947,000 ($3,093,000 after related taxes or 
$.30 per common share, primary, and $.28 fully diluted) was accrued in 1973 and $6,258,000 
($3,254,000 after related taxes or $.32 per common share, primary, and $.29 fully diluted) was accrued 
in 1974. The operations of U.S. Lines resulted in net income of $733,522 for the year ended December 
31, 1973 and $15,754,702 for the year ended December 31, 1974. The assets and liabilities of U.S. Lines 
as of December 31, 1974, as recorded in their accounts, are summarized as follows:
Through 1971 the Company loaned U.S. Lines $7,000,000 on a subordinated basis, repayable in 
varying amounts after October 20, 1979 and had also guaranteed a $2,000,000 long-term obligation of 
that company. In addition, the Company has additional receivables from U.S. Lines, including in­
terest, of $3,311,000 and $3,505,000 at December 31, 1973 and December 31, 1974, respectively. 
During 1974 available U. S. Lines cash was deposited in certain bank accounts for which the Company 
received credit toward the compensating balances it is expected to maintain (see following note) and 
paid U.S. Lines a fee. Such deposits, which were owned and could be withdrawn by U.S. Lines at any 
time, ranged from $5,250,000 to $10,000,000 and fees of $161,000 were paid for their use; such deposits 
aggregated $10,000,000 at December 31, 1974.
OUTCOME OF LAWSUITS AGAINST THE COMPANY FOR OTHER REASONS
ARMSTRONG CORK COMPANY
Auditor’s Opinion
The Board of Directors and Stockholders,
Armstrong Cork Company:
We have examined the consolidated balance sheets of Armstrong Cork Company and subsidiaries 
as of December 31, 1974 and 1973 and the related consolidated statements of earnings and changes in 
financial position for the years then ended. Our examination was made in accordance with generally 
accepted auditing standards, and accordingly included such tests of the accounting records and such 
other auditing procedures as we considered necessary in the circumstances.
The company is involved in continuing litigation relating to patent infringement. The amount of 
damages, if any, resulting from this litigation cannot be determined at this time. See Litigation on this 
page for further details.
In our opinion, subject to the effect on the accompanying financial statements, if any, of the 
resolution of the matter referred to in the preceding paragraph, the aforementioned consolidated 
financial statements present fairly the financial position of Armstrong Cork Company and subsidiaries 
at December 31, 1974 and 1973 and the results of their operations and the changes in their financial 
position for the years then ended, in conformity with generally accepted accounting principles which, 
except for the changes in 1974, with which we concur, in the method of valuing inventories and the 
method of accounting for fluctuations in foreign exchange rates explained on pages 19 and 20 of the 
financial review, have been applied on a consistent basis.
Notes to Financial Statements
In February, 1975, the Court of Appeals for the Third Circuit affirmed the earlier decision of the
Current assets 
Current liabilities 
Working capital deficit 
Other assets
Long-term debt and other noncurrent liabilities 
Stockholder’s investment
$ 58,847,969 
59,919,626 
(1,071,657) 
234,975,557 
151,896,866 
$82,007,034
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United States District Court holding that the company infringed chemical embossing patents held by 
Congoleum Industries, Inc. The decision applies only to the company's United States manufacture of a 
certain type of rotovinyl flooring during the period 1967 through 1972. A request for the review of this 
decision by the Supreme Court of the United States is now being actively pursued.
In 1973 the disputed chemical embossing process used by the company was modified to avoid 
further claims of infringement. The trial to determine if the modified chemical process infringes the 
Congoleum patents has been held, and a decision should be forthcoming in 1975.
By January 1, 1975, the company had replaced the chemical embossing technique with a mechani­
cal embossing process involving no question of patent infringement. Accordingly, any injunction 
issued will not prevent the continued production of rotovinyl flooring by the company.
Suits also are pending in the United Kingdom and Canada involving comparable chemical embos­
sing patents. Neither of these suits has reached the trial stage.
The amount of potential damages, if any, will not be known until all legal procedures have been 
exhausted. However, with the sales of the disputed rotovinyl material constituting a relatively small 
share of consolidated sales, it is management’s opinion that the potential liability could have no 
material adverse effect on the business or financial position of the company.
ARTHUR D. LITTLE, INC.
Auditor’s Opinion
The Board of Directors and Stockholders 
Arthur D. Little, Inc.
Cambridge, Massachusetts
We have examined the consolidated statement of financial condition of Arthur D. Little, Inc., and 
subsidiaries as of December 31, 1974 and the related consolidated statements of income and retained 
earnings and changes in financial position for the year then ended. Our examination was made in 
accordance with generally accepted auditing standards and, accordingly, included such tests of the 
accounting records and such other auditing procedures as we considered necessary in the circum­
stances. We previously examined and reported upon the consolidated financial statements for the year 
1973.
The company is currently engaged in litigation with the Manitoba Development Corporation as 
described in Note C to the financial statements. The outcome of this proceeding and its effect, if any, 
on the financial statements of the company cannot presently be estimated, and accordingly no provi­
sion therefor has been made.
In our opinion, subject to the effect, if any, on the financial statements of the outcome of the 
litigation described in the preceding paragraph, the afore-mentioned consolidated financial statements 
present fairly the financial position of Arthur D. Little, Inc. and subsidiaries at December 31, 1974 and 
1973, and the results of their operations and changes in their financial position for the years then 
ended, in conformity with generally accepted accounting principles applied on a consistent basis.
Notes to Financial Statements 
C. Commitments and Contingencies 
Litigation
• •  • •
As reported last year, the Manitoba Development Corporation filed a claim against the company 
and its Canadian affiliate, Arthur D. Little of Canada Limited, for unspecified damages arising from 
services rendered in connection with the construction of a forest products complex at The Pas, 
Manitoba. In April, 1974, the court directed the plaintiff to revise its statement of claim for greater 
particulars. The plaintiff has not yet filed this revised statement with the court. The company believes 
that it has meritorious defenses against the suit and intends to contest it vigorously.
•  • •  •
FIRST TEXAS FINANCIAL CORPORATION
Auditor's Opinion
The Board of Directors
First Texas Financial Corporation:
We have examined the consolidated statements of condition of First Texas Financial Corporation 
and subsidiaries as of December 31, 1974 and 1973 and the related statements of earnings, stockhold­
ers’ equity and changes in financial position for the years then ended. Our examination was made in 
accordance with generally accepted auditing standards, and accordingly included such tests of the
Page 43
accounting records and such other auditing procedures as we considered necessary in the circum­
stances.
Oak Cliff Savings and Loan Association (99.98%-owned subsidiary) is currently defendant in a law 
suit as described in note 11. The final outcome of this suit is not presently determinable and no 
provision has been made in the financial statements for the effect, if any, of such litigation.
In our opinion, subject to the effect, if any, on the consolidated financial statements of the 
ultimate resolution of the matter discussed in the preceding paragraph, the aforementioned consoli­
dated financial statements present fairly the financial position of First Texas Financial Corporation 
and subsidiaries at December 31, 1974 and 1973, the results of their operations and the changes in 
their stockholders’ equity and financial position for the years then ended, in conformity with generally 
accepted accounting principles consistently applied during the period subsequent to the change, with 
which we concur, made as of January 1 , 1973 in the policy of capitalization of interest on investments in 
real estate projects as described in note 1 to the consolidated financials.
Notes to Financial Statements 
(11) Contingency
Oak Cliff Savings and Loan Association (99.98%-owned subsidiary) is one of six defendants in a 
suit which was filed in Federal court during 1974. This suit alleges a conspiracy to avoid paying 
interest on escrow deposits and alleges an additional conspiracy to charge 1% origination and transfer 
fees. Oak Cliff has denied each and every one of these allegations. At a preliminary pretrial hearing, 
the Court indicated that discovery would be limited to attempts on the part of the plaintiff to uncover 
some evidence of alleged conspiracy. Discovery has been confined to the area relevant to determina­
tion, yet to be made, as to whether this suit may proceed as a class action. Because the alleged 
damages are so vague and ill defined, counsel for Oak Cliff is unable to determine the contingent 
liability, if any, of Oak Cliff in this matter at the present time.
FIRST WISCONSIN CORPORATION 
Auditor’s Opinion 
The Board of Directors 
First Wisconsin Corporation:
We have examined the consolidated balance sheets of First Wisconsin Corporation and subsidiary 
banks and companies as of December 31, 1974 and 1973, and the related consolidated statements of 
income, stockholders’ equity, reserve for losses on loans and changes in financial position for the years 
then ended. Our examination was made in accordance with generally accepted auditing standards, and 
accordingly included such tests of the accounting records and such other auditing procedures as we 
considered necessary in the circumstances.
The corporation and certain subsidiaries are currently subject to claims and litigation described in 
Notes 16 and 17. As indicated in such notes, the final outcome of these actions is not presently 
determinable and no provision has been made in the consolidated financial statements for the effect, if 
any, of such claims and litigation.
In our opinion, subject to the effect, if any, on the consolidated financial statements of the 
ultimate resolution of the matters described in the preceding paragraph, the aforementioned consoli­
dated financial statements present fairly the financial position of First Wisconsin Corporation and 
subsidiary banks and companies at December 31, 1974 and 1973, and the results of their operations 
and the changes in their financial position for the years then ended, in conformity with generally 
accepted accounting principles applied on a consistent basis.
Notes to Financial Statements
(16) On June 25, 1974, the corporation’s board of directors authorized certain special charges 
against earnings to establish reserves in connection with a proposed agreement with First Wisconsin 
Mortgage Trust (the “Mortgage Trust”) related to potential losses in its real estate portfolio. The 
Mortgage Trust is an unaffiliated real estate investment trust for which a subsidiary of the corpora­
tion, First Wisconsin Mortgage Company, serves as investment adviser. Under terms of the agree­
ment subsequently reached, the corporation purchased construction and land mortgages aggregating 
$14,848,000 from the Mortgage Trust. Losses on these loans, then estimated to total $4,500,000, were 
to be absorbed by the corporation. The corporation also agreed to reimburse the Mortgage Trust for 
an amount not exceeding $5,500,000 of principal losses on other loans in its portfolio. The Mortgage 
Trust agreed to postpone litigation against the corporation and subsidiaries based on alleged claims 
relating to the Mortgage Trust’s real estate portfolio for a period of three years, subject to certain
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exceptions. One of the exceptions permits the Mortgage Trust to commence litigation immediately on 
such allegations if its reported allowance for losses exceeds $7,000,000. The claims in such potential 
litigation are to be limited to the difference between such allowance for losses and $7,000,000. The 
Mortgage Trust subsequently published a balance sheet indicating an allowance for losses of 
$15,500,000, thus permitting it to commence litigation asserting claims totaling $8,500,000 and the 
corporation has been formally notified by the Mortgage Trust of its assertion of claims aggregating 
such amount.
Legal counsel for the corporation has not completed the extensive investigations which will be 
required to evaluate the claims of the Mortgage Trust and has offered no opinion on the merits of such 
claims.
(17) In addition to the claim by First Wisconsin Mortgage Trust mentioned in Note (16), there are 
other legal actions threatened or filed against the corporation and its subsidiaries for which no 
provision for possible loss has been made. These are described as follows:
a.) The corporation and several of its subsidiaries are defendants in a lawsuit commenced in 1972 
which seeks injunctive relief and damages amounting to $138 million. In legal counsel’s opinion, which 
is based upon possession of what counsel considers to be the pertinent facts, the defendants should 
prevail.
b. ) A borrower from a subsidiary of the corporation has alleged that the subsidiary wrongfully 
withheld approval of a group seeking to acquire his properties and has requested damages in excess of 
$30 million. Legal counsel has stated that, based upon current appraisals of the properties, the 
plaintiffs possessed no equity therein and, consequently, will be unable to prove any damages.
c.) In another action, a plaintiff seeks to involve the corporation and a subsidiary in a complaint 
against First Wisconsin Mortgage Trust which alleges that a construction loan agreement was 
breached and alleges damages of $7 million. Legal counsel has advised that, on the basis of information 
presently available, neither the corporation nor the subsidiary will have any liability in connection 
with such matters and that on the basis of current appraisals and estimates of cost to complete, 
plaintiff will be unable to prove any damages.
d.) There are several claims, counterclaims and threatened actions involving alleged tortious 
interference, trade defamation and other wrongful acts which aggregate approximately $2 million in 
damages requested. Legal counsel for the corporation has indicated that discovery and investigations 
are not complete in these actions and is, therefore, unable to opine as to the probable liability to the 
corporation and its subsidiaries, if any.
e.) There are also additional actions, threatened and filed, which seek damages in amounts which 
are either not specified or subject to substantial mitigation through negotiations. These involve 
actions alleging wrongful failure to honor loan commitments, failure to adequately service loans 
resulting in losses to participants, charging usurious interest and other wrongful acts. Legal counsel 
has not completed discovery and all investigations related to these actions, many of which were 
recently filed, or asserted, and consequently has not been able to estimate the maximum potential 
liability, if any, that could result from the most unfavorable determination in all of these cases.
HER MAJESTY INDUSTRIES, INC.
Auditor’s Opinion 
To the Board of Directors 
Her Majesty Industries, Inc.
We have examined the consolidated balance sheets of Her Majesty Industries, Inc. as at De­
cember 28, 1974 and December 29, 1973 and the related consolidated statements of income and 
retained earnings, and changes in financial position for the years then ended. Our examinations were 
made in accordance with generally accepted auditing standards and accordingly included such tests of 
the accounting records and such other auditing procedures as we considered necessary in the circum­
stances, except as explained in the following paragraph.
As discussed in Note 9 (b) to the consolidated financial statements, the Company is defendant in 
lawsuits arising from allegations concerning product flammability standards. The ultimate outcome of 
the lawsuits, cannot presently be determined and no provision for liability has been reflected in the 
financial statements.
In our opinion, subject to the effects, if any, on the consolidated financial statements of the 
ultimate resolution of the matter discussed in the preceding paragraph, the aforementioned consoli­
dated financial statements present fairly the financial position of Her Majesty Industries, Inc. as at 
December 28, 1974 and December 29, 1973, and the results of their operations and changes in financial 
position for the years then ended, in conformity with generally accepted accounting principles applied 
on a consistent basis.
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Notes to Financial Statements
Note 9—Commitments and Contingent Liabilities
(b) The company is defendant in several actions concerning product flammability standards. 
Claims for actual damages and approximately $5,000,000 of punitive damages have been asserted. 
Counsel for the company has advised that it is uncertain whether the pending claims for punitive 
damages are covered by insurance. No provision for such liability, if any, arising from these actions 
has been made because management is unable to determine the extent of such liability.
THE LODGE & SHIPLEY COMPANY
Auditor’s Opinion
The Board of Directors and Stockholders 
The Lodge & Shipley Company
We have examined the accompanying consolidated balance sheet of The Lodge & Shipley Com­
pany at December 31, 1974 and the related consolidated statements of operations and retained earn­
ings and changes in financial position for the year then ended. Our examination was made in accor­
dance with generally accepted auditing standards, and accordingly included such tests of the account­
ing records and such other auditing procedures as we considered necessary in the circumstances. We 
have previously made a similar examination of the financial statements for the prior year.
As discussed in Note 2 to the consolidated financial statements, the Company is defendant in a 
lawsuit, the ultimate outcome of which cannot presently be determined.
In our opinion, the statements mentioned above present fairly the consolidated financial position 
of The Lodge & Shipley Company at December 31, 1973 and the consolidated results of operations and 
changes in financial position for the year then ended and, subject to the effects, if any, on the financial 
statements of the ultimate resolution of the matter referred to in the preceding paragraph, the 
consolidated financial position at December 31, 1974 and the consolidated results of operations and 
changes in financial position for the year then ended, in conformity with generally accepted accounting 
principles applied on a consistent basis during the period.
Notes to Financial Statements 
2. Litigation
The Company is defendant in a lawsuit seeking damages of $900,000 for alleged breach of war­
ranty arising out of the sale of a product for approximately $52,000. Although the outcome of the 
lawsuit cannot presently be determined, the Company has filed an answer denying liability and plans 
to defend the claim vigorously.
PRUDENTIAL BUILDING MAINTENANCE CORP.
Auditors’ Opinion
To the Stockholders and Board of Directors of 
Prudential Building Maintenance Corp.:
We have examined the consolidated balance sheets of Prudential Building Maintenance Corp. (a 
Delaware corporation) and subsidiaries as of December 31, 1974 and 1973, and the consolidated 
statements of income, stockholders’ equity and changes in financial position for the years then ended. 
Our examination was made in accordance with generally accepted auditing standards, and accordingly 
included such tests of the accounting records and such other auditing procedures as we considered 
necessary in the circumstances.
Note 6 to the consolidated financial statements sets forth information with respect to various 
contingencies, the outcome of which cannot presently be determined.
In our opinion, subject to the possible effects on the financial statements that may result from the 
matters referred to in the preceding paragraph, the accompanying financial statements present fairly 
the financial position of Prudential Building Maintenance Corp. and subsidiaries as of December 31, 
1974 and 1973, and the results of their operations and changes in their financial position for the years 
then ended, in conformity with generally accepted accounting principles consistently applied during 
the periods.
Notes to Financial Statements 
(6) Contingencies:
The Company is involved in three actions involving work performed at two buildings now or 
previously owned by the same principal. These actions involve (a) claims against the Company ag­
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gregating about $1.7 million for alleged overcharges from 1964 through 1973 and $1 million for 
exemplary damages, and (b) claims by the Company for an aggregate of approximately $1.1 million for 
unpaid bills for services rendered. While it is the Company’s position that the charges made by it 
which are at issue in these cases were proper and that it should be successful in each of the actions, it 
has been advised that the cases are not expected to go to trial during the current year and, accord­
ingly, the items due have been reclassified to Other Assets, at December 31, 1974.
A subsidiary of the Company is one of over 200 defendants in an action entitled State of New 
Jersey, etc. v. Abbott Laboratories, et al. In its complaint, the State asserts that the defendants 
sought to implement a system under which most of the firms who furnished goods or services to 
various New Jersey governmental agencies were required to make payments to certain public officers 
or political leaders and in this connection they engaged in a conspiracy in violation of the Federal and 
New Jersey anti-trust laws. In its complaint, the State seeks treble damages, penalties and injunctive 
relief. The Company’s subsidiary has denied the allegations of the complaint as they relate to it.
During 1974 a New Jersey subsidiary of the Company entered a plea of nolo contendere to an 
indictment which charged it and 11 other companies (none affiliated with the Company) and 5 indi­
viduals (none of whom is or was associated with the Company, such subsidiary or any other subsidiary 
of the Company) with participation in a conspiracy in violation of the anti-trust laws relating to 
customer allocation and bid rigging. The subsidiary was fined $30,000. A civil suit commenced by the 
government against the subsidiary and other defendants named in the indictment seeks an injunction 
against continuance of the conspiracy alleged in the indictment or similar anti-trust violations; no 
monetary damages are sought.
The Company has produced documents in response to subpoenas served in connection with an 
investigation of possible violations of the anti-trust laws centering on building maintenance firms 
operating in the New York City area being conducted by the Anti-trust Division of the Department of 
Justice before a Federal grand jury in New York. An officer of the Company has testified before the 
grand jury and another employee has been subpoenaed to testify. The Company has been advised that 
the investigation is continuing and that it appears to be among the targets of the investigation.
The Company has no way of determining what further proceedings, if any, will result from the 
anti-trust matters referred to above or what, if any, liabilities it may have as a result.
The Company is a defendant in an action commenced by 618 women employees alleging illegal 
discrimination in their wages and benefits. The complaint in this suit, one of several similar actions 
commenced by women employees against New York City building owners and building maintenance 
firms, also names as defendants 33 owners or operators of buildings served by the Company, and 
seeks to recover alleged discriminatory differentials in wages and benefits for a period of 3 years 
together with an equal amount as asserted liquidated damages, but does not specify the amounts 
sought. It is the Company’s position that the differentials in wage and benefit rates (which are set by 
union contracts covering substantially all employees in major New York City office buildings) are 
attributable to differences in the work required to be performed and thus are not discriminatory.
PAYMENT TO OFFICIAL OF A FOREIGN COUNTRY
UNITED BRANDS COMPANY
Auditor's Opinion
March 31, 1975, except as to the April 1975 disclosures referred to below,
as to which the date is April 10, 1975
To the Board of Directors and Shareholders of
United Brands Company
We have examined the consolidated balance sheet of United Brands Company and subsidiary 
companies as of December 31, 1974 and 1973 and the related consolidated statements of income and 
income retained in the business and of changes in financial position for the years then ended. Our 
examinations were made in accordance with generally accepted auditing standards and accordingly 
included such tests of the accounting records and such other auditing procedures as we considered 
necessary in the circumstances. As described in Note 4, the Company disposed of its interest in Foster 
Grant Co., Inc., in 1974. We did not examine the financial statements of Foster Grant Co., Inc., which 
statements reflected assets constituting 10% of the consolidated totals at December 31, 1973, and 
whose results of operations constitute the entire amount of income from discontinued operations for 
1974 and approximately 50% of such amount for 1973 in the accompanying consolidated statement of 
income. These statements were examined by other independent accountants whose reports thereon
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have been furnished to us and our opinion expressed herein, insofar as it relates to the amounts 
included for Foster Grant Co., Inc., is based solely upon the reports of the other independent accoun­tants.
In 1974 new taxes were imposed on banana shipments by the countries in which the Company 
owns banana producing properties; while the Company has provided for the taxes for which it believes 
it is liable, all necessary decrees have not been issued finalizing the tax rates. In addition, in 1974 the 
Company agreed to enter into negotiations for the sale of the Company’s banana producing properties 
in Panama to the Government of Panama. Furthermore, on April 8, 1975 the Company disclosed that 
it had made a payment in 1974 to a government official in Honduras and other payments in countries 
outside the Western Hemisphere over the past five years, and stated that disclosure of the Honduras 
payment could result “in a material reduction in future earnings and a loss of substantial corporate 
assets which, in turn, could affect the continuity of operations of the Company” and on April 9, 1975 
the Securities and Exchange Commission initiated an action against the Company, and on April 10, 
1975 a stockholder initiated an action against the Company and certain officers and directors, both 
actions based on claims relating to such disclosures. As a result of these and other developments, the 
Company is undertaking a study of the continuing value of the excess of cost over the fair value of net 
assets acquired in connection with the acquisition of United Fruit Company. As more fully described 
in Notes 2 and 3, the effect of the final resolution of each of these matters on the financial position of 
the Company at December 31, 1974 and the results of its operations for the year cannot be determined 
at this time.
As described in Note 9, the Company provided in 1971 for the estimated losses it expects will be 
incurred in connection with a replacement program for portions of its refrigerated cargo fleet. The 
amount expected to be realized upon disposition of these assets shown in the accompanying consoli­
dated balance sheet is an estimate based upon available information and is not definitively ascertain­
able at this time.
In our opinion, based on our examinations and the previously mentioned reports of other inde­
pendent accountants and subject to the effects of such adjustments, if any, as might have been 
required had the outcome been known of the uncertainties regarding (1) the effective banana export 
tax rate, (2) the ultimate resolution of the agreement with the Government of Panama, (3) any adverse 
impact resulting from the disclosure by the Company that it made a payment to a government official 
in Honduras and payments in other foreign countries, (4) the continuing value of the excess of cost 
over the fair value of net assets acquired, and (5) the ultimate determination of the losses on disposing 
of certain assets, all as referred to above, the consolidated financial statements present fairly the 
financial position of United Brands Company and subsidiary companies at December 31 , 1974 and 1973 
and the results of their operations and the changes in their financial position for the years then ended, 
in conformity with generally accepted accounting principles consistently applied, except for the 
changes (with which we concur) in the manner of reporting storm loss damages and gains on the 
repurchase of debentures in 1974 (as described in Note 3).
Note 2—Foreign Operations
• •  •  •
On December 19, 1974, the Company and the Republic of Panama entered into a written agree­
ment providing, among other things, that the Company shall sell all its banana-producing and related 
properties in Panama to the Government. The agreement provides for the establishment of a Techni­
cal Commission by the Government which, together with Company technicians, will inventory the 
properties to determine their condition and other factors which affect the value of the properties. The 
agreement provides that the purchase price for these properties is to be established and agreed on by 
both parties prior to April 15, 1975, “taking into account the observations made by the Commission” 
and that the actual transfer of the properties is to take place on December 31, 1977, or earlier, at the 
option of the Panamanian Government. At December 31, 1974, the book value of the Company’s fixed 
assets and supplies and growing crops inventories in Panama was approximately $70,000,000. The 
impact of this agreement on the financial position of the Company and on its operations throughout 
Latin America cannot be determined at present.
The Company is undertaking a study to determine the effects, if any, recent developments in 
Latin America including the agreement in Panama discussed above and the banana export taxes 
discussed in Note 3, may have on the continuing value of the excess of cost over the fair value of net 
assets acquired in connection with its acquisition of the United Fruit Company. This study is expected 
to be completed during 1975.
In connection with discussions regarding the export tax on bananas proposed by the Republic of 
Honduras, the Company, pursuant to the authorization of Mr. E. M. Black, then Chief Executive of
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the Company, effected a payment to an official of that country of $1,250,000. The payment was made 
through foreign subsidiaries of the Company and was not accurately identified on their books and 
records. It was part of the original understanding with the official concerned that an additional 
payment of $1,250,000 would be made. The Board of Directors of the Company has determined that 
this additional payment will not be made. This action and disclosure of the foregoing matters could 
result in a material reduction in future earnings and a loss of substantial corporate assets which, in 
turn, could affect the continuity of operations of the Company.
The Board has also determined to appoint a special committee to investigate and report to the 
Board on the circumstances of the foregoing and certain other payments outside the Western Hemis­
phere thought on the basis of information available on April 10, 1975 to have aggregated $750,000 over 
the past five years.
An inquiry with respect to the foregoing was instituted by the staff of the Securities and Ex­
change Commission and in connection with the inquiry the Company has furnished to the Commission 
certain information, including that set forth above. On April 9, 1975, the Securities and Exchange 
Commission filed an action against the Company in the United States District Court for the District of 
Columbia alleging violation of the Federal securities laws by reason of non-disclosure in annual and 
periodic reports filed with the Commission and in a letter to stockholders issued by the Company of 
facts with respect to the foregoing matters. On April 10, 1975, a stockholder instituted an action 
against the Company and certain officers and directors claiming damages resulting from these and 
other alleged violations. For a further description of these actions see Note 18.
For information concerning other risks to the Company in connection with its foreign operations, 
see Note 3.
Note 3—Unusual or Infrequently Occurring Items
During early 1974, the governments of Panama, Costa Rica and Honduras, in which the Company 
owns banana-producing properties, separately indicated that they believed that it would be necessary 
to impose export taxes on the shipments of bananas from those countries. Discussions then proceeded 
with each of these countries.
In the case of Panama and Honduras the Company paid taxes for periods of time during the year 
at rates per box greater than the rates currently being paid. The banana export taxes, related 
interest, penalties, and labor costs during the period the Company suspended shipments from 
Panama, paid in excess of amounts being paid at December 31, 1974 were approximately $9.1 million.
The Company believes that adequate accruals have been made for banana export taxes for the 
year 1974 based upon the status of discussions and understandings in each country, although in some 
instances the formalities of issuing decrees and the clarification of some parts of decrees already issued 
in connection with the fixing of rates of export taxes have not been finalized.
• •  •  •
Note 9—Assets Held for Disposal
In late 1971, after extensive study of future transportation needs, the Company determined that 
it would replace a significant portion of its conventional refrigerated fleet. Provision for estimated 
losses from this fleet replacement program, which has not been completed, together with provisions 
for estimated losses from the discontinuance of certain fast food operations and Jamaican operations 
were charged to 1971 income. Related assets are included in the consolidated balance sheet at amounts 
estimated to be realized upon disposal. In 1974, based on the disposition of substantially all the 
Jamaican and fast food properties, portions of the estimated losses provided in 1971 were deemed in 
excess of amounts required and were credited to income.
Note 18—Litigation
• •  •  •
On April 9, 1975, the United States Securities and Exchange Commission commenced an action 
against the Company in the United States District Court for the District of Columbia. The complaint 
alleges violations of Sections 10(b) and 13(a) of the Securities Exchange Act of 1934 and the 
Commission’s Rules 10b-5 and 13a-1, 13a-11 and 13a-13 thereunder by reason of non-disclosure in 
annual and periodic reports filed with the Commission and in a letter to stockholders issued by the 
Company of facts with respect to payments made by the Company to officials of certain foreign 
countries (see Note 2). The complaint seeks: (a) a finding of violation of the above cited statutory 
sections and rules; (b) a permanent injunction restraining the Company, its officers, directors and 
employees from misstating material facts or omitting to state material facts relating, among other 
things, to reporting as bona fide expenses disbursement of funds for improper payments to govern­
ment officials or for other improper purposes; the nature and extent of any such expenditures; the
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extent to which any officer, director or employee of the Company has caused corporate funds to be 
used for such purposes; the fact that false entries have been made in the books and records of the 
Company; the establishment of any secret or unrecorded fund or that payments have been made 
therefrom and the extent to which any director, officer or employee of the Company has made false or 
fictitious entries, has maintained secret funds or made payments therefrom and the identity of such 
persons; (c) an injunction restraining the Company, its officers, directors and employees (i) from filing 
annual, periodic or current reports which misstate or omit material facts and (ii) from using corporate 
funds for improper payments to government officials or for other improper purposes; (d) a mandatory 
injunction compelling correction of annual and periodic reports heretofore filed; and (e) the appoint­
ment of a Special Master to inquire into such matters and report thereon to the Court, the plaintiff 
Commission, and the Company’s shareholders, and that the Company pay the expenses of such 
inquiry and report.
A complaint was served on April 10, 1975 in an action brought by Henry Neugarten, named in the 
complaint as a stockholder, against the Company and certain officers and directors alleging in Count I 
(a derivative count) that the payment of $1,250,000 made to an official of the Republic of Honduras was 
in violation of law and caused damage to the Company for which a judgment against the individual 
defendants is sought; and alleging in Count II that the defendants made untrue statements and failed 
to state material facts which had the effect of inflating the price of the Company’s stock and therefore 
damages are claimed from the defendants, including the Company, for loss suffered thereby by the 
plaintiff and members of the class described in the complaint, being those persons who purchased 
common stock during the period from on or about April, 1974 to on or about April 8, 1975.
Litigation Commenced Subsequent to Date of Report of Independent Accountants
During April 1975, six additional federal or state court actions were commenced in New York 
against the Company, certain officers and directors, and others. Four of the actions appear to state 
only derivative claims on behalf of the Company, based upon allegedly wrongful payments to foreign 
officials, and one is a class action against the Company and the individuals based upon alleged decep­
tion of the public by nondisclosure of such payments; in one action the complaint has not yet been 
served.
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III
INCONSISTENT APPLICATION OF PRINCIPLES
Companies sometimes change from one generally accepted accounting principle to another to 
account for certain transactions or events, or change from one method to another of applying a 
particular generally accepted accounting principle. An auditor who believes the financial state­
ments for the year of the change result in fair presentation in conformity with generally accepted 
accounting principles is to refer to the change in the opinion paragraph of his report as one with 
which he concurs.
The change is to be treated differently in the auditor’s report depending on whether financial 
statements for prior periods included with those of the year of change are restated for the change. 
If the statements are restated, the report is to state that accounting principles have been consis­
tently applied after giving retroactive effect to the change. No reference is needed to the change if 
the year of the change is the earliest year reported on.
If the statements are not restated, the report is to state that accounting principles have been 
consistently applied except for the change. If the year of change is the earliest year reported on, 
the report is to state that the change was made in that year and that accounting principles have 
been consistently applied following the changes.
Twenty recently published audit reports are presented containing departures apparently in 
conformity with SAS No. 2 because of inconsistent application of accounting principles. The 
reports are grouped according to whether the change in principle required or did not require 
restatement of the financial statements of prior periods and whether the change occurred in the 
earliest or latest year reported on. Reports referring to more than one type of change are 
classified under only one of the types.
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FINANCIAL STATEMENTS IN WHICH OCCURRED CHANGES REQUIRING RESTATEMENT
BENEFICIAL CORPORATION
Auditor’s Opinion
The Board of Directors and Shareholders of 
Beneficial Corporation:
We have examined the balance sheet of Beneficial Corporation and Consolidated Subsidiaries as 
of December 31, 1974 and 1973 and the related statements of income, retained earnings, capital 
surplus, and changes in financial position for the five years ended December 31, 1974. Our examination 
was made in accordance with generally accepted auditing standards, and accordingly included such 
tests of the accounting records and such other auditing procedures as we considered necessary in the 
circumstances. We did not examine the financial statements of Western Auto Supply Company and 
Consolidated Subsidiaries and Spiegel, Inc. and Consolidated Subsidiaries (non-consolidated sub­
sidiaries), the equity in net assets and net income of which are set forth in the accompanying financial 
statements. The financial statements for such companies were examined by other auditors whose 
reports thereon have been furnished to us and our opinion expressed herein, insofar as it relates to the 
amounts included for such companies, is based solely upon the reports of the other auditors.
In our opinion, based upon our examination and the reports of other auditors, such statements 
present fairly the financial position of Beneficial Corporation and Consolidated Subsidiaries at De­
cember 31, 1974 and 1973 and the results of their operations and changes in their financial position for 
the five years ended December 31, 1974, in conformity with generally accepted accounting principles 
applied on a consistent basis after restatement for the change, in which we concur, made by the 
non-consolidated subsidiaries in their methods of revenue recognition relating to the time price differ­
ential on instalment sales as described in Note 2.
Notes to Financial Statements
2. Changes in Accounting Methods of Merchandising Subsidiaries
Effective January 1, 1974, the Company’s non-consolidated merchandising subsidiaries, Western 
Auto Supply Company and Spiegel, Inc., changed their methods of revenue recognition pertaining to 
the time price differential on instalment sales to the sum of the digits method for Western Auto and to 
the effective yield method for Spiegel to conform with the Industry Audit Guide for Finance Com­
panies issued by the AICPA. Previously, the entire amount of time price differential due on an 
instalment sale was recorded as revenue at the time of sale less an estimated provision for future 
collection cost.
Financial statements for prior years have been restated to apply the newly adopted methods 
retroactively and resulted in the following increases (decreases) shown for the four years ended 
December 31:
1973 1972 1971 1970
Net Income as Previously Reported $73.7
(in
$82.8
millions)
$71.7 $61.5
Adjustments:
Spiegel 2.0 (1.9) (4.3) (7.8)
Western Auto .2 .2 (.1) .1
2.2 (1.7) (4.4) (7.7)
Net Income as Adjusted $75.9 $81.1 $67.3 $53.8
Earnings per Common Share: 
Primary
As Previously Reported $3.40 $3.95 $3.38 $2.84
Adjustments .12 (.09) (.24) (.43)
As Adjusted $3.52 $3.86 $3.14 $2.41
Fully-diluted:
As Previously Reported $2.96 $3.33 $2.87 $2.46
Adjustments .09 (.07) (.18) (.32)
As Adjusted $3.05 $3.26 $2.69 $2.14
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The balances in Retained Earnings have been adjusted for the cumulative effect of the change. 
(See Note 1c to Condensed Financial Statements of both Western Auto Supply Company and of 
Spiegel, Inc. which appear elsewhere in this report.)
The combined effect of the accounting change relating to the time price differential for the year 
ended December 31, 1974 resulted in the following increases: Net Income, $6.7 million; Earnings per 
Common Share—Primary, $.35; Fully-diluted, $.28.
CHRISTIANA SECURITIES COMPANY 
Auditors’ Opinion
To the Stockholders and Board of Directors,
Christiana Securities Company:
We have examined the statement of assets and liabilities of Christiana Securities Company as of 
December 31, 1974, and the related statements of operations and changes in net assets for the two 
years then ended. Our examination was made in accordance with generally accepted auditing stan­
dards, and accordingly included such tests of the accounting records and such other auditing proce­
dures as we considered necessary in the circumstances. We have examined the securities owned at 
December 31, 1974 by count and inspection thereof in the vaults of Wilmington Trust Company and 
Bankers Trust Company.
In our opinion, the accompanying financial statements present fairly the net assets of Christiana 
Securities Company at December 31, 1974, and the results of its operations and the changes in its net 
assets for the two years then ended, in conformity with generally accepted accounting principles 
applied on a consistent basis after giving retroactive effect to the change, with which we concur, in the 
method of reporting investment values described in Note 1 to the financial statements.
Notes to Financial Statements
1. Summary of Significant Accounting Policies
Investments
The American Institute of Certified Public Accountants’ Industry Audit Guide for Investment 
Companies became effective for fiscal years beginning after December 31, 1973 and accordingly the 
Company has adopted the Guide’s recommendations that investment securities be reported at quoted 
values at December 31, 1974; prior to that time investment securities were carried at the Federal 
income tax basis (book value). In accordance with provisions of the Audit Guide, the change in the 
accounting method has been applied retroactively in the accompanying financial statements. The 
effect of the change on the accompanying financial statements was an increase in net assets of 
$2,332,381,770 and $2,083,760,106 as of December 31, 1972 and 1973, respectively, over the amounts 
previously reported under the old method; and an increase in the carrying value of investments at 
December 31, 1974 of $1,187,053,986.
• •  •  •
COMMERCE CLEARING HOUSE, INC.
Auditor’s Opinion
Stockholders and Board of Directors
Commerce Clearing House, Inc.
Chicago, Illinois
We have examined the consolidated balance sheet of Commerce Clearing House, Inc. and consoli­
dated subsidiaries as of December 31, 1974 and 1973, and the related statements of earnings, stock­
holders’ investment and changes in financial position for the years then ended. Our examination was 
made in accordance with generally accepted auditing standards, and accordingly included such tests of 
the accounting records and such other auditing procedures as we considered necessary in the circums­
tances.
In our opinion, the aforementioned consolidated financial statements present fairly the financial 
position of Commerce Clearing House, Inc. and consolidated subsidiaries at December 31, 1974 and 
1973, and the results of their operations and the changes in their financial position for the years then 
ended, in conformity with generally accepted accounting principles applied on a consistent basis, after 
giving retroactive effect to the consolidation of Computax Services Inc., with which we concur, as 
explained in Note B to the consolidated financial statements.
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Notes to Financial Statements 
B. Computax Services Inc.:
Under a tender offer which expired on September 30, 1974, the Company purchased 609,010 
shares of Computax Services Inc. common stock for an aggregate cost, including expenses, of 
$3,898,000. This purchase increased the Company’s interest in Computax common stock from 47.6% to 
95.9%. The Company also owns 70,000 shares of Class A stock (6% noncumulative) of Computax (100% 
of the class outstanding) which, together with the Company’s holdings of Computax common stock, 
constitute 96.1% of the total outstanding voting shares of Computax.
In prior years, the investment in Computax (representing 47.6% of the outstanding equity stock) 
was stated at cost plus equity in earnings on the basis of the Computax fiscal year, October 1 to 
September 30. Subsequent to the increase in equity ownership to 95.9%, the fiscal year of Computax 
was changed to the calendar year basis to coincide with the Company’s fiscal year. The consolidated 
financial statements for 1973 have been restated and the financial statements for 1974 have been 
prepared to include the financial statements of Computax on a calendar year basis.
The pro forma earnings presented on the consolidated statement of earnings indicate the approx­
imate consolidated earnings, assuming that the Company had owned 95.9% of the equity interest in 
Computax since January 1, 1973. In determining pro forma earnings, consideration has been given for 
imputed interest on the 1974 cost of the investment prior to the purchase date and amortization of the 
excess of cost over underlying equity in both years.
MOTOROLA INC.
Auditors’ Opinion
The Board of Directors and Stockholders of 
Motorola, Inc.:
We have examined the consolidated balance sheets of Motorola, Inc. and Subsidiaries as of 
December 31, 1974 and 1973, and the related statements of consolidated earnings and retained earn­
ings, additional paid-in capital and changes in financial position for the years then ended. Our exami­
nation was made in accordance with generally accepted auditing standards, and accordingly included 
such tests of the accounting records and such other auditing procedures as we considered necessary in 
the circumstances.
In our opinion, the aforementioned consolidated financial statements present fairly the financial 
position of Motorola, Inc. and Subsidiaries at December 31, 1974 and 1973, and the results of their 
operations and changes in their financial position for the years then ended, in conformity with gener­
ally accepted accounting principles applied on a consistent basis, after restatement for the change, 
with which we concur, in the presentation of the statements of consolidated changes in financial 
position as described in note 1 to consolidated financial statements.
Notes to Financial Statements 
Note 1—Change in Presentation:
As of December 31, 1974, the company changed its presentation of the statements of consolidated 
changes in financial position from one which reflected changes in working capital to one which reflects 
changes in cash and short-term investments. The company believes that the new format is a more 
meaningful presentation of the changes in financial position. The statement of consolidated changes in 
financial position for the year ended December 31, 1973 has been restated to conform with the 1974 
presentation.
SOUTHERN RAILWAY COMPANY
Auditor’s Opinion
Board of Directors and Shareholders 
Southern Railway Company
We have examined the consolidated balance sheets of Southern Railway Company and sub­
sidiaries as of December 31, 1974 and 1973, and the related consolidated statements of income, 
changes in shareholders’ equity and changes in financial position (pages 22 through 28) for the years 
then ended. Our examinations were made in accordance with generally accepted auditing standards 
and accordingly included such tests of the accounting records and such other auditing procedures as 
we considered necessary in the circumstances.
As described in Note 1 to the consolidated financial statements, the method of accounting for 
deferred income taxes was retroactively changed in 1974.
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In our opinion, the consolidated financial statements referred to above present fairly the financial 
position of Southern Railway Company and subsidiaries at December 31, 1974 and 1973, the results of 
their operations and the changes in their financial position for the years then ended, in conformity with 
generally accepted accounting principles, applied on a consistent basis after restatement for the 
change, with which we concur, referred to in the preceding paragraph.
Notes to the Financial Statements 
Note 1—Change in Accounting
In August, 1974, the Interstate Commerce Commission (ICC) amended its Uniform System of 
Accounts to require the recognition of deferred income taxes on the books of railroad companies. In 
the case of Southern, this change in accounting eliminates the last substantive difference between our 
accounting and generally accepted accounting principles.
Deferred income taxes result from reporting items of income or expense in one accounting period 
for book purposes and in another accounting period for tax purposes. In the case of Southern, the 
deferred taxes are almost exclusively the result of the excess of depreciation and amortization deduc­
tions allowed for federal income tax purposes over those allowed for book purposes. At the beginning 
of 1973, previously unrecorded deferred federal income taxes aggregated $179.8 million and, in the 
accompanying financial statements, have been shown as a reduction of opening retained income
The financial statements for the year 1973 have been restated to reflect this change in accounting, 
the effect of which is to reduce previously reported net income by $29.3 million ($2.04 per common 
share) to $67.2 million. Financial data appearing elsewhere in this report have been restated to reflect 
the effect of the retroactive recognition of deferred income taxes.
UNIROYAL, INC.
Auditor's Opinion 
Uniroyal, Inc.
We have examined the consolidated balance sheet of Uniroyal, Inc. and subsidiary companies as 
of December 29, 1974 and December 30, 1973 and the related statements of consolidated income, 
reinvested earnings, capital surplus and changes in financial position for the fiscal years then ended. 
Our examination was made in accordance with generally accepted auditing standards, and accordingly 
included such tests of the accounting records and such other auditing procedures as we considered 
necessary in the circumstances.
In our opinion, such financial statements present fairly the financial position of the companies at 
December 29, 1974 and December 30, 1973 and the results of their operations and the changes in their 
financial position for the fiscal years then ended, in conformity with generally accepted accounting 
principles applied on a consistent basis after the restatement, with which we concur, for the reconsoli­
dation of the Indonesian subsidiary.
Notes to Financial Statements 
Indonesian Subsidiary
In January 1965, because of certain actions by the Indonesian government, Uniroyal removed 
from consolidation its Indonesian rubber producing plantation company. In October 1967, by agree­
ment with the Indonesian government, control of the plantation was returned to the Company. Since 
that time, conditions in Indonesia have stabilized to the point where the subsidiary was reconsolidated 
in 1974.
All financial data in this report has been restated to give retroactive effect to the reconsolidation 
beginning in 1968. The restatement has increased consolidated reinvested earnings at the end of 1967 
by $4,514,000 and has not had any significant effect on consolidated assets or sales but has increased 
reported annual income as follows:
1974 1973 1972 1971 1970 1969 1968
Net Income:
Amount (in thousands) $1,066 $ 575 $ 72 $(51) $ 497 $ 179 $368
Per Common Share $ .04 $ .02 $.00 $.00 $ .02 $ .01 $ .01
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FINANCIAL STATEMENTS IN WHICH OCCURRED 
CHANGES NOT REQUIRING RESTATEMENT- CHANGE MADE IN EARLIEST YEAR REPORTED ON
DICTAPHONE CORPORATION
Auditor's Opinion
To the Shareholders and the Board of Directors of 
Dictaphone Corporation:
We have examined the consolidated statement of financial position of Dictaphone Corporation and 
subsidiaries as of December 31, 1974, and the related consolidated statements of income and retained 
earnings and changes in financial position for the year then ended. Our examination was made in 
accordance with generally accepted auditing standards, and accordingly included such tests of the 
accounting records and such other auditing procedures as we considered necessary in the circum­
stances. We previously examined and reported upon the consolidated financial statements of the 
Company for 1973.
In our opinion, the financial statements referred to above present fairly the consolidated financial 
position of Dictaphone Corporation and subsidiaries at December 31, 1974 and 1973, and the consoli­
dated results of their operations and changes in financial position for the years then ended, in confor­
mity with generally accepted accounting principles consistently applied during the period subsequent 
to the change, with which we concur, made as of January 1, 1973, in the method of accounting for gains 
and losses arising from foreign currency translations as described in “Summary of Significant Account­
ing Policies.”
Notes to Financial Statements 
Summary of Significant Accounting Policies
• • • •
Foreign Currency Translation
The financial statements of foreign subsidiaries have been translated from local currencies into 
U.S. dollars as follows: liabilities and current assets at year end rates; non-current assets and depre­
ciation expense at historical rates; and income and expense (except depreciation) at average rates 
during the year.
Due to the increased frequency of foreign currency realignments, the Company changed its 
accounting policy, effective January 1, 1973, with respect to gains and losses arising from foreign 
currency translations. Prior to 1973, such gains and losses were recognized in income, as extraordi­
nary items, as they occurred. Under the new policy, unrealized gains are deferred and losses in excess 
of previously deferred gains are charged to income before extraordinary items. Accordingly, 1973 
income before extraordinary credit and net income exclude $200,000 ($.05 per share) representing 
deferred unrealized foreign currency translation gains occurring during 1973. The cumulative effect on 
retained earnings at the beginning of 1973, if the new accounting principle had been applied retroac­
tively, is not significant. Realized foreign exchange gains and losses are reflected in income.
• • • •
GRANITEVILLE COMPANY 
Auditors’ Opinion 
Stockholders and Board of Directors 
Graniteville Company 
January 24, 1975
We have examined the consolidated balance sheet of Graniteville Company and subsidiaries as of 
December 28, 1974, and December 29, 1973, and the related consolidated statements of income and 
earnings retained for use in the business, and changes in financial position for the years then ended. 
Our examination was made in accordance with generally accepted auditing standards, and, accord­
ingly, included such tests of the accounting records and such other auditing procedures as we consid­
ered necessary in the circumstances.
In our opinion, the above-mentioned financial statements present fairly the financial position of 
Graniteville Company and subsidiaries at December 28, 1974, and the results of their operations and 
the changes in their financial position for the year then ended. Subject to any adjustments that may be 
necessary in connection with the loss on discontinued operations (see Note 11), the above-mentioned 
financial statements present fairly the financial position of Graniteville Company and subsidiaries at
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December 29, 1973, and the results of their operations and the changes in their financial position for 
the year then ended. The statements are presented in conformity with generally accepted accounting 
principles applied on a consistent basis, except for the change, with which we concur, in the method of 
valuing a portion of the inventory, as explained in Note 2 to the financial statements. Effective with 
the beginning of the year ended December 29, 1973, a change was made, with which we concur, and 
has been consistently applied during the subsequent period, in the actuarial cost method applicable to 
pension costs as explained in Note 2 to the financial statements.
Notes to Financial Statements
Note 2—Changes in Accounting Method
The synthetic fiber content of the Company’s inventory, approximately nineteen per cent of total 
inventories, has been stated at the lower of average cost on the “first-in, first-out” method, or market, 
through December 29, 1973. Effective with the year ended December 28, 1974, the Company changed 
its method of stating such inventory costs to the last-in, first-out “LIFO” method. This change was 
made because management believes LIFO more clearly reflects income by reducing the effect of 
short-term price fluctuations and generally matches current annual costs against current revenues in 
the statement of income. The change has had the effect of reducing inventories at December 28, 1974, 
by $1,877,421 and net income by $976,259 ($.46 a share) for the year then ended. There is no cumula­
tive effect of the change on prior years, since the December 29, 1973, inventory as previously stated 
for the synthetic content is also the amount of the beginning inventory under the LIFO method.
A change during the year 1973 in certain actuarial assumptions used in computing pension cost 
had the effect of reducing 1973 net income approximately $350,000. A lump sum contribution by the 
Company in 1973 toward unfunded prior service costs had the effect of reducing 1973 net income 
approximately $340,000. The combined effect of these items is a reduction of $.33 in earnings per 
common share for such year.
LYRES-YOUNGSTOWN CORPORATION
Auditor’s Opinion
To the Board of Directors and Stockholders of 
Lykes-Youngstown Corporation
We have examined the consolidated financial statements of Lykes-Youngstown Corporation and 
its subsidiaries on pages 18 through 26. Our examinations were made in accordance with generally 
accepted auditing standards and accordingly included such tests of the accounting records and such 
other auditing procedures as we considered necessary in the circumstances.
As described on page 18, in 1973 the Company changed its methods of accounting for blast furnace 
relining and rehabilitation expenditures and steel mill rolls.
In our opinion, the accompanying consolidated financial statements examined by us present fairly 
the financial position of Lykes-Youngstown Corporation and its subsidiaries at December 31, 1974 and 
1973, the results of their operations and the changes in financial position for the years then ended, in 
conformity with generally accepted accounting principles consistently applied during the years subse­
quent to the changes made as of January 1, 1973, with which we concur, referred to in the preceding 
paragraph.
Notes to Financial Statements 
Accounting Changes
Effective January 1, 1973, expenditures for relining and rehabilitation of blast furnaces were 
capitalized and will be depreciated over the estimated productive life of the respective furnace linings. 
Prior to 1973 such expenditures were charged to cost of products sold in the year in which the 
expenditures were incurred. This change in accounting principle was made to recognize that blast 
furnace relinings last for several years and should be charged to the operating costs of the period in 
which the related benefits are obtained, resulting in a more appropriate matching of revenues and 
costs. Had this change not been made, income before cumulative effect of an accounting change would 
have been $4,286,000 ($.48 per share) less for the year ended December 31, 1973. The cumulative 
effect on prior years of this change is included in net income for the year ended December 31, 1973.
During 1973, the Company adopted a new method for depreciating 1973 and subsequent steel mill 
roll acquisitions. The new method charges cost, less scrap value, to operating expense over the 
estimated useful life of the roll on a straight-line basis. The majority of rolls purchased have an 
estimated useful life of from 18 to 48 months. Under the previous method, the cost of rolls, less scrap 
value, was charged to cost of products sold in the year of acquisition. Had this change not been made, 
income before cumulative effect of an accounting change, and net income, would have been $3,034,000 
($.34 per share) less for the year ended December 31, 1973.
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FINANCIAL STATEMENTS IN WHICH OCCURRED 
CHANGES NOT REQUIRING RESTATEMENT- CHANGE MADE IN LATEST YEAR REPORTED ON
AMERICAN SMELTING AND REFINING COMPANY
Auditor's Opinion
To the Board of Directors and Stockholders of 
American Smelting and Refining Company
We have examined the consolidated balance sheet of American Smelting and Refining Company 
and Consolidated Subsidiaries as of December 31, 1974 and 1973, and the related consolidated state­
ments of earnings, additional capital, retained earnings and changes in financial position for the five 
years ended December 31, 1974. Our examination was made in accordance with generally accepted 
auditing standards, and accordingly included such tests of the accounting records and such other 
auditing procedures as we considered necessary in the circumstances.
In our opinion, the consolidated financial statements mentioned above present fairly the financial 
position of American Smelting and Refining Company and Consolidated Subsidiaries at December 31, 
1974 and 1973 and the results of their operations and the changes in their financial position for the five 
years ended December 31 , 1974 in conformity with generally accepted accounting principles applied on 
a consistent basis except for the method of determining earnings before extraordinary items, with 
which we concur, as described in note 11 to the financial statements.
Notes to Financial Statements 
11. Unusual Items (in millions)
1974 1973
Estimated loss on closing Baltimore copper refinery (note 7) $(10.0) $(15.3)
Estimated loss on closing Amarillo zinc plant (note 7) ( 6.5) ( 4.4)
Granduc mine—partial write-off (a) (13.3) —
Gain on sale of 10,700,000 shares of M.I.M. Holdings Limited stock — 21.7
Total Gain (Loss) $(29.8) $ 2.0
(a) As of December 31, 1974 the estimated ore reserves at Granduc copper mine in British Columbia 
have been reduced by 8.5 million tons, as this tonnage is no longer considered economic under current 
or anticipated market and operating conditions. Accordingly, Asarco has reviewed its investment in 
plant and development costs at Granduc and has written off those costs which will not be recovered 
through future operations.
Prior to adoption of APB Opinion No. 30 these items would have been reported as “Extraordinary 
items.”
Similar items arose and were reported as “Extraordinary items” in 1971 and 1970 as follows:
1971 1970
Decline in value of Revere investment less deferred tax credit $(8.4) $( 9.1)
Gain on sale of securities, net of income tax — 31.5
Loss from closing Selby plant, net of income tax credit — (3.9)
Loss from cancellation of Michiquillay mining concession, 
net of income tax credit — (4.7)
Total Gain (Loss) $(8.4) $ 13.8
“Extraordinary items” for 1971 include deferred income tax credit of $3.6 while those for 1970 are 
net of income tax of $3.7, including a credit of $7.0 for deferred taxes.
ATLANTIC STEEL COMPANY 
Auditors’ Opinion 
To the Stockholders of 
Atlantic Steel Company:
We have examined the consolidated balance sheets of Atlantic Steel Company (a Delaware corpo­
ration) and subsidiaries as of December 31, 1974 and 1973, and the related consolidated statements of 
income, retained earnings and changes in financial position for the years then ended. Our examination
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was made in accordance with generally accepted auditing standards, and accordingly included such 
tests of the accounting records and such other auditing procedures as we considered necessary in the 
circumstances.
As more fully explained in Note 5 to the accompanying financial statements, the Company 
changed from the average cost method to the last-in, first-out method (LIFO) of computing the cost of 
its inventories as of January 1, 1974.
In our opinion, the consolidated financial statements referred to above present fairly the financial 
position of Atlantic Steel Company and subsidiaries as of December 31, 1974 and 1973, and the results 
of their operations and the changes in their financial position for the years then ended, in conformity 
with generally accepted accounting principles. Also, in our opinion, other than for the change, with 
which we concur, in the method of accounting for inventories referred to in the preceding paragraph, 
the accounting principles were applied on a consistent basis during the periods.
Notes to Financial Statements
5. Inventories and Change in Accounting Method:
As of January 1, 1974, the Company adopted the last-in, first-out (LIFO) method of determining 
inventory cost for all allowable items. It had previously used the average cost method. The new 
method is considered to be preferable because it more closely matches current costs with current 
revenues in periods of price-level changes; under the LIFO method, current costs are charged to cost 
of goods sold for the year. This change in the method of accounting for inventories had the effect of 
reducing net income for the year 1974 by $3,372,000 ($2.60 per share). For this type of accounting 
change, there is no cumulative effect on retained earnings as of December 31, 1973.
Inventories at December 31, 1974 and 1973, consisted of the following:
1974 1973
Raw materials $13,923,232 $ 6,839,683
Work in process and finished goods 12,234,882 6,047,410
Reserve to state inventories at LIFO (6,798,000) —
19,360,114 12,887,093
Supplies and other, at average cost 2,240,341 1,930,795
$21,600,455 $14,817,888
AVON PRODUCTS, INC.
Auditor's Opinion
To the Shareholders and Board of Directors of 
Avon Products, Inc.
We have examined the consolidated statement of financial condition of Avon Products, Inc. and 
subsidiaries as of December 31, 1974 and 1973 and the related consolidated statements of earnings and 
retained earnings and of changes in financial position for the years then ended. Our examinations were 
made in accordance with generally accepted auditing standards, and accordingly included such tests of 
the accounting records and such other auditing procedures as we considered necessary in the circum­
stances.
In our opinion, the statements identified above present fairly the consolidated financial position of 
Avon Products, Inc. and subsidiaries at December 31, 1974 and 1973, and the consolidated results of 
their operations and the changes in their financial position for the years then ended, in conformity with 
generally accepted accounting principles, which except for the changes, with which we concur, related 
to the accounting for inventories and product research and development expenses, as described in the 
Notes to the Financial Statements, have been applied on a consistent basis.
Notes to Financial Statements 
Accounting Changes
Research and development—During 1974 the Company adopted the policy of charging all product 
research and development expenses related to the activities of product research and development, 
new product planning, and package design and development, to cost of goods sold as incurred. The 
effect of this change on annual net earnings was not material. Prior to 1974 the major portion of 
product research and development expenses was included in product cost as part of manufacturing 
overhead and charged to cost of goods sold as products were sold. Under this method substantially all 
of each year’s product research and development expenses were charged to earnings as incurred. The 
remaining portion was included in finished goods inventories.
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Financial data for 1973 has been adjusted by the following amounts and restated to reflect this 
change in accounting policy:
Inventories—At December 31, 1973 inventories in the United States were stated at standard 
cost, which approximates actual cost on a first-in, first-out basis. Effective in 1974 the Company 
changed its method of stating inventory costs to the last-in, first-out basis for substantially all inven­
tories in the United States. This change was made because management believes the last-in, first-out 
basis more accurately reflects income by matching current costs with current revenues in the state­
ment of earnings. The change has reduced inventories at December 31, 1974 by $11,519,000 and net 
earnings for 1974 by $5,582,000 or $.10 per share. There is no cumulative effect of this change on prior 
years, since the December 31, 1973 inventory balances as previously stated are also the beginning 
balances under the last-in, first-out method.
CONSUMERS POWER COMPANY 
Auditor’s Opinion 
To the Board of Directors,
Consumers Power Company:
We have examined the balance sheet of Consumers Power Company (a Michigan corporation) as 
of December 31, 1974 and December 31 , 1973, and the related statements of income, retained earnings 
and source of funds for gross property additions for the years then ended. Our examination was made 
in accordance with generally accepted auditing standards, and accordingly included such tests of the 
accounting records and such other auditing procedures as we considered necessary in the circum­
stances.
In our opinion, the accompanying financial statements referred to above present fairly the finan­
cial position of Consumers Power Company as of December 31, 1974 and December 31, 1973, and the 
results of its operations and the source of funds for gross property additions for the years then ended, 
in conformity with generally accepted accounting principles which, other than for the change in 1974 
with which we concur in the method of recording revenue as discussed in Note 2 to the financial 
statements, were consistently applied during the periods.
Notes to Financial Statements
2. Change in Accounting Method
Prior to 1974, the Company followed the policy of not recording revenues relating to service 
rendered but not billed at the end of the accounting period since the changes in such unrecorded 
amounts from year to year were generally not significant. Due to the accelerating increase in costs and 
rate levels, the disparity between costs and revenues as a result of this method of accounting has 
increased. Accordingly, effective January 1, 1974, the Company changed to a preferable method of 
accounting to accrue the amount of unbilled revenues for services provided to the month end to more 
closely match costs and revenues. This change had the effect of increasing net income and earnings per 
share of common stock in 1974 by $9,016,000 and $.34, respectively, before the cumulative effect for 
periods prior to 1974.
The cumulative effect of the change on years prior to 1974 of $51,860,000 less income taxes of 
$26,996,000 (a net effect of $.95 per share) has been reflected in the financial statements for 1974. Had 
this change in accounting been applied to the statements for the year ended December 31, 1973, net 
income and earnings per share would have been increased by $2,477,000 and $.09, respectively.
THE DOW CHEMICAL COMPANY
Auditor's Opinion
The Dow Chemical Company
We have examined the consolidated balance sheet of The Dow Chemical Company and its sub­
sidiary companies as of December 31, 1974 and 1973, and the related consolidated statements of 
income, retained earnings, capital surplus, and changes in financial position for the years then ended. 
Our examinations were made in accordance with generally accepted auditing standards, and accord-
Earnings before taxes 
Taxes on earnings 
Net earnings 
Net earnings per share 
Retained earnings, January 1
$ ( 1, 100, 000)
(500,000)
(600,000)
$ ( .01)
$(600,000)
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ingly included such tests of the accounting records and such other auditing procedures as we consi­
dered necessary in the circumstances.
In our opinion, such financial statements present fairly the financial position of the companies at 
December 31, 1974 and 1973, and the results of their operations and the changes in their financial 
position for the years then ended, in conformity with generally accepted accounting principles applied 
(except for the changes, with which we concur, in the method of stating inventories as described in 
Note E to the financial statements, and in the method of determining depreciation of plant properties 
located outside the United States and Canada as described in Note C to the financial statements) on a 
consistent basis.
Notes to Financial Statements
B. Inventories—In 1974, the Company abandoned its historical worldwide practice of valuing 
inventories on the first-in, first-out basis in favor of the last-in, first-out basis in order to more 
effectively match current costs and revenues. If the LIFO method had not been adopted, inventories 
at December 31, 1974 would have been $993 million, or $271 million greater than the carrying value at 
that date. The effect of the change was to reduce earnings per share by $1.53.
C. Plant Properties—Plant properties consisted of the following:
(Thousands of Dollars) 
December 31
1974 1973
Land $ 81,542 $ 74,167
Land and waterway improvements 93,476 88,365
Buildings 368,576 332,496
Machinery and other equipment 2,769,059 2,475,898
Wells and brine systems 68,214 49,540
Furniture and fixtures 48,919 39,423
Other 165,029 22,395
Construction in progress 486,959 219,057
Total 4,081,774 3,301,341
Less—accumulated depreciation 1,848,559 1,522,917
Net $2,233,215 $1,778,424
The Company extended, as of January 1, 1974, its United States and Canadian accounting prac­
tice of providing accelerated depreciation on fixed assets to facilities located in foreign countries. The 
effect was to increase depreciation by $18.4 million ($.10 per share, after related taxes of $8.6 million) 
for the year ended December 31, 1974. The cumulative effect to December 31, 1973 of retroactive 
application of accelerated depreciation methods overseas was a charge to income of $41.7 million after 
related taxes of $38.7 million, or $.45 per share.
GENERAL PUBLIC UTILITIES CORPORATION
Auditor’s Opinion
To the Board of Directors and Stockholders,
General Public Utilities Corporation,
New York, New York
We have examined the consolidated balance sheet of General Public Utilities Corporation and 
Subsidiary Companies as of December 31, 1974 and the related consolidated statements of income, 
retained earnings and sources of funds used for construction for the year then ended. Our examination 
was made in accordance with generally accepted auditing standards, and accordingly included such 
tests of the. accounting records and such other auditing procedures as we considered necessary in the 
circumstances. We previously examined and reported upon the consolidated financial statements for 
the year 1973.
In our opinion, the aforementioned statements (pages 24 through 32) present fairly the consoli­
dated financial position of General Public Utilities Corporation and Subsidiary Companies at De­
cember 31, 1974 and 1973 and the consolidated results of their operations and the consolidated sources 
of funds used for construction for the years then ended, in conformity with generally accepted account­
ing principles consistently applied, except for the change, with which we concur, in accounting for 
energy costs as described in Note 1 to Financial Statements.
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Notes to Financial Statements 
Note 1
• • • •
Deferred Energy Costs:
Prior to 1974, the Corporation’s subsidiaries recorded the cost of fuel used for generation and of 
net interchange purchased in the period of such use and purchase, even though part of such cost was 
recouped in subsequent periods under the subsidiaries’ fuel adjustment clauses because such amounts 
were not material in any of those years. Subsequent to the Arab oil embargo, when fuel costs 
increased dramatically and in order to achieve a better matching of costs and revenues, the 
Corporation’s subsidiaries effective January 1, 1974, adopted a policy of providing for the recognition 
of such costs in the period in which the related revenues are billed. The tariffs under which the 
subsidiary companies’ excess fuel and energy costs are billed provide for the automatic recovery of 
such costs within a period of four months from the incurrence of such costs. There are no indications 
that the regulatory bodies governing the subsidiary companies’ rates will not permit the recovery of 
such costs, including those deferred, in the future.
As a result of this accounting change, at December 31, 1974, energy costs of $40,246,000 have 
been deferred and related income taxes of $20,323,000 have been accrued. The net effect of the 
deferral of energy costs incurred during 1974 ($40,246,000) less energy costs incurred prior to January 
1, 1974 ($18,124,000) and billed during 1974 was to increase net income by $10,956,000. The cumulative 
effect of such change for periods prior to January 1, 1974 is $8,967,000. If such accounting had been 
employed from the initial operation of the fuel adjustment clauses, net income for the year 1973 would 
have increased by $916,000 and earnings per share would have been $2.27 as compared to $2.25 in 
1974.
• • • •
MESTA MACHINE COMPANY
Auditor’s Opinion
To the Board of Directors and Shareholders of 
Mesta Machine Company
We have examined the accompanying balance sheets as of December 31, 1974 and 1973 and the 
related statements of income and retained earnings and of changes in financial position for the years 
then ended. Our examinations were made in accordance with generally accepted auditing standards 
and accordingly included such tests of the accounting records and such other auditing procedures as 
we considered necessary in the circumstances.
In 1974, changes were made in actuarial assumptions and in the method of providing prior service 
pension costs. These matters and the effect of the changes on pension provisions and net income for 
1974 are described in Note 6 to the consolidated financial statements.
In our opinion, the accompanying balance sheets, the related statements of income and retained 
earnings and changes in financial position present fairly the consolidated financial position of Mesta 
Machine Company and its subsidiaries at December 31, 1974 and 1973, the results of their operations 
and the changes in financial position for the years then ended, in conformity with generally accepted 
accounting principles consistently applied, except for the changes, with which we concur, in the 
method of providing prior service pension costs.
Notes to Financial Statements 
Note 6—Pensions
Pension expense amounted to $2,461,000 in 1974 and $3,223,000 in 1973. In anticipation of pension 
plan improvements resulting from labor negotiations settled during the year and enactment of the 
Employee Retirement Income Security Act of 1974, management decided to revise various assump­
tions involved in the actuarial valuation of pension costs.
A revision of the period of amortization of prior service cost for hourly employees from forty to 
thirty years and for salaried employees from average remaining employment life to thirty years had 
the effect of reducing the 1974 pension provision by $289,000. In addition, certain actuarial assump­
tions including the interest rate and wage progression rate used in determining pension liabilities and 
the related annual costs were revised for both plans which further reduced the 1974 pension provision 
by $1,200,000. These changes had the combined effect of increasing net income $701,000 and net 
income per share $.71.
The actuarially computed value of vested benefits for all plans exceeded the total of pension funds 
and balance sheet accruals by approximately $16,271,000 at December 31, 1974.
Compliance with the provisions of the Employee Retirement Income Security Act of 1974 will not 
significantly affect future pension costs or related funding.
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To the Shareholders and Board of Directors 
The Travelers Corporation:
We have examined the consolidated balance sheet of The Travelers Corporation and subsidiaries 
as of December 31, 1974, and the related consolidated statements of income, capital gains and losses, 
retained earnings and changes in financial position for the year then ended. Our examination was 
made in accordance with generally accepted auditing standards, and accordingly included such tests of 
the accounting records and such other auditing procedures as we considered necessary in the circum­
stances. We previously examined and reported upon the consolidated financial statements for 1973.
In our opinion, the aforementioned financial statements present fairly the consolidated financial 
position of The Travelers Corporation and subsidiaries at December 31, 1974 and 1973, and their 
consolidated results of operations and changes in financial position for the years then ended, in 
conformity with generally accepted accounting principles applied on a consistent basis, except for the 
change in method of accounting for real estate joint ventures, with which we concur, described in note 
7 (b) of notes to financial statements.
Notes to Financial Statements 
7. Nonrecurring Items
• • • •
(b) The Travelers Insurance Company and The Prospect Company, wholly owned subsidiaries, 
are limited and general partners respectively in a number of real estate joint ventures. In prior years 
these assets were carried at cost. During the first quarter of 1974 and effective January 1, the equity 
method of accounting was adopted for these real estate joint ventures so that the accounting would be 
comparable to the method used to account for other affiliates, would conform to practices used in the 
insurance industry, and would present results in a more meaningful manner. The cumulative effect, 
through December 31, 1973, of this change in accounting method is shown separately in the consoli­
dated statement of income, net of related taxes.
THE TRAVELERS CORPORATION
Auditors’ Opinion
FINANCIAL STATEMENTS IN WHICH OCCURRED CHANGES BOTH REQUIRING AND NOT REQUIRING RESTATEMENT
BUNKER RAMO CORPORATION 
Auditor's Opinion 
To The Shareholders of 
Bunker Ramo Corporation:
We have examined the consolidated balance sheet of Bunker Ramo Corporation and subsidiaries 
as of December 31, 1974 and 1973 and the related consolidated statements of income, changes in 
shareholders’ equity, and changes in financial position for the years then ended. Our examination was 
made in accordance with generally accepted auditing standards, and accordingly included such tests of 
the accounting records and such other auditing procedures as we considered necessary in the circum­
stances.
In our opinion, the accompanying consolidated financial statements present fairly the financial 
position of the companies at December 31, 1974 and 1973 and the results of their operations and the 
changes in their financial position for the years then ended, in conformity with generally accepted 
accounting principles consistently applied during the period subsequent to the changes, with which we 
concur, made as of January 1, 1973, in methods of accounting for depreciation and translation of 
foreign currencies as described in Note 2 and after restatement for the change, with which we concur, 
in the method of accounting for research and development costs as described in Note 2.
Notes to Financial Statements 
2. Accounting Changes
Research and Development—The Company changed its method of accounting for research and 
development costs to conform to the method adopted by the Financial Accounting Standards Board in 
their Statement of Financial Accounting Standards No. 2, dated October, 1974. Previously, certain 
research and development costs were deferred or capitalized as part of equipment or systems costs 
and were amortized over the life of the equipment or systems; all such costs are now expensed when 
incurred.
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Prior years’ consolidated financial statements have been restated to give retroactive effect to the 
change, as required by the Statement. Net income in 1974 was increased $470,000 or eight cents per 
share as a result of this change. The effects of this change on net income of prior years are as follows 
(000 omitted):
1973 1972 1971 1970
Income before cumulative effect of accounting
change for currency translation:
As previously reported $8,349 $13,481 $4,257 $9,141
Net effect of change in accounting
for research and development costs (3,696) (507) (1,896) (2,294)
As restated 4,653 12,974 2,361 6,847
Cumulative effect of accounting change for
currency translation on years prior
to 1973 (640)
Net Income $4,013 $12,974 $2,361 $6,847
Earnings Per Share:
Income before cumulative effect of
accounting change for currency
translation:
As previously reported $0.92 $1.67 $0.26 $1.07
Net effect of change in accounting
for research and development
costs (.61) (.06) (.31) (.38)
As restated .31 1.61 (.05) .69
Cumulative effect of accounting change for
currency translation on years prior
to 1973 (0.10)
Net Income (Loss) $0.21 $1.61 $ (.05) $0.69
Translation of Foreign Currencies—Effective January 1, 1973, the Company changed its method 
of translating foreign currency statements for consolidation purposes in order to minimize the financial 
effect of wide, frequent fluctuations in foreign currency exchange rates. Unrealized gains and losses in 
translation of current assets and current liabilities were previously reflected in income. Unrealized 
gains are now deferred and unrealized losses in excess of previously deferred gains are charged to 
income. Long-term debt, which was previously translated at current rates with resultant gains and 
losses included in income, is now translated at historical rates—anticipated losses in excess of previ­
ously deferred gains are provided for over the life of the debt. In 1973, income before effect of change 
on prior years was increased $310,000 or five cents per share.
In adopting the current practice in 1973, the Company reversed prior years’ gains of $640,000; 
however, giving retroactive effect to the change would not have a material effect on net income or the 
trend of earnings in any prior year. During 1974 and 1973, net gains from translating working capital 
of $40,000 and $1,000,000, respectively, were deferred and accordingly no unrealized translation gains 
or losses were included in income. The Company made a charge to income of $1,000,000 in 1974 and 
$450,000 in 1973 to provide for estimated translation losses on repayment of long-term debt over the 
life of the loans. If long-term debt had been translated at exchange rates in effect at the end of each 
year, it would have increased by $5,200,000 and $1,900,000, respectively. At December 31, 1974, 
deferred translation gains of $1,580,000 and reserves for future translation losses on repaying foreign 
long-term debt of $1,530,000 are included in other liabilities; at December 31, 1973, respective 
amounts were $1,540,000 and $550,000.
Depreciation—The method of computing depreciation was changed to straight-line from acceler­
ated methods with respect to additions after January 1 , 1973, to improve the matching of revenues and 
related expense. Net income in 1973 was increased $315,000 or five cents per share as a result of this 
change.
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THE GOODYEAR TIRE & RUBBER COMPANY
Auditor’s Opinion
To the Board of Directors and Shareholders of 
The Goodyear Tire & Rubber Company
We have examined the consolidated balance sheet of The Goodyear Tire & Rubber Company and 
its domestic and foreign subsidiary companies as of December 31, 1974 and 1973, and the related 
statements of consolidated income and retained earnings and of changes in financial position for the 
years then ended. Our examinations were made in accordance with generally accepted auditing 
standards and accordingly included such tests of the accounting records and such other auditing 
procedures as we considered necessary in the circumstances.
As described under Inventories in Notes to the Financial Statements, the Company adopted the 
last-in, first-out (LIFO) method for pricing certain domestic inventories in 1974. In addition, research 
and development expenses have been excluded on a retroactive basis as an element of cost in pricing 
inventories.
In our opinion, the financial statements examined by us present fairly the financial position of The 
Goodyear Tire & Rubber Company and its domestic and foreign subsidiary companies at December 
31, 1974 and 1973, and the results of its operations and the changes in financial position for the years 
then ended, in conformity with generally accepted accounting principles applied on a consistent basis 
after retroactive adjustment for research and development expenses and except for the change to the 
LIFO method. We concur with both changes.
Notes to Financial Statements 
Inventories and Accounting Change
• • • •
During 1974, the Company changed from the average cost method to the last-in, first-out (LIFO) 
method for pricing a substantial portion of domestic inventories (approximately 47% of consolidated) 
in order to reduce the effect of inflation on inventories and better match current costs against current 
revenues in the statement of income. This change reduced inventories at December 31, 1974 by 
$112,864,000 and net income for the year then ended by $55,796,000 ($.77 per share). The change had 
no cumulative effect on prior years.
In accordance with a recent ruling of the Financial Accounting Standards Board, research and 
development expenses were excluded as an element of cost used for pricing inventory. This has been 
done on a retroactive basis and consequently prior years have been restated. Inventories and taxes 
have been decreased by $20,853,000 and $9,692,000, respectively at December 31, 1973. The effect of 
this change on 1974 and 1973 income was not significant.
NCNB CORPORATION
Auditor’s Opinion
To the Board of Directors and Shareholders of 
NCNB Corporation
We have examined the financial statements on pages 10 through 22 listed in the above index. Our 
examinations were made in accordance with generally accepted auditing standards and accordingly 
included such tests of the accounting records and such other auditing procedures as we considered 
necessary in the circumstances.
As explained more fully in Note 11, during 1973, certain consolidated subsidiaries changed the 
accounting methods used to recognize income from discounted installment loans, and during 1974, 
certain consolidated subsidiaries changed the accounting method used to recognize income related to 
premium on credit life and accident and health insurance.
In our opinion, the financial statements listed in the above index on pages 10 through 22 present 
fairly the financial position of NCNB Corporation and subsidiaries and NCNB Corporation (Parent 
Company) at December 31, 1974 and 1973, the results of their operations, changes in shareholders’ 
equity and changes in financial position for the years then ended, in conformity with generally ac­
cepted accounting principles consistently applied during the period subsequent to the changes in 
accounting for discounted installment loans, made as of January 1, 1973, and after restatement for the 
change in accounting for income related to insurance premium, with both of which we concur.
Notes to Financial Statements
Note 11—Changes in Accounting Principles
In order to recognize more properly income from discounted installment loans and to comply with 
current accounting practices the following accounting changes were made:
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(1) Effective January 1, 1973, TranSouth Financial Corporation changed its method of recogniz­
ing income on discounted installment loans from the pro rata method applied on a bulk basis to the 
effective yield method applied to individual loans through the use of sum-of-the-months digits calcula­
tions. The practice of recognizing immediately upon the acquisition of new business a portion of the 
finance charge to offset the expense of acquiring such business was discontinued. The cumulative 
effect of the change on prior years (to December 31, 1972) was a credit of $651,000, net of related tax 
effect.
(2) Also effective January 1, 1973, North Carolina National Bank, which accounts for income 
from discounted installment loans using the effective yield method, discontinued the practice of 
recognizing a portion of the finance charge immediately to offset acquisition costs. The cumulative 
effect of this change on prior years (to December 31, 1972) was a charge of $556,000, net of related tax 
effect.
The effect of these accounting changes on income for 1974 and previous years was insignificant.
(3) In 1974 North Carolina National Bank and TranSouth Financial Corporation adopted the 
generally accepted accounting principles prescribed for stock life insurance companies by the Ameri­
can Institute of Certified Public Accountants. In the past, income related to premium on credit life and 
accident and health insurance had been recognized on an advance basis. Under the new method, such 
premium income, net of expenses, is pro-rated over the life of the contract.
The resulting cumulative reduction in earnings to December 31, 1972, of $618,000 has been 
reflected in retained earnings. The effect of the changes on net income has been a decrease of $73,000 
for 1974 and $699,000, or four cents per share, in 1973. The quarterly effect of this change in 1974 was 
not material.
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IV
USE OF ANOTHER AUDITOR
In reporting on financial statements, independent auditors sometimes use the work and 
reports of other independent auditors who have examined the financial statements of one or more 
subsidiaries, divisions, branches, components, or investments included in the financial statements 
presented. If the principal auditor decides to assume responsibility for the work of the other 
auditor, he is to make no reference to the other auditor in his report on the financial statements. If 
the principal auditor decides not to assume that responsibility, he is to indicate clearly, in both the 
scope and opinion paragraphs, the division of responsibility as between that portion of the finan­
cial statements covered by his own examination and that covered by the examination of the other 
auditor. His report is to disclose the magnitude of the portion of the financial statements examined 
by the other auditor, which may be done in terms of dollar amounts or percentages. Section 543.09 
of SAS No. 1 contains an example of an appropriate reference to the work of another auditor.
Following a pooling-of-interests transaction, an auditor may be asked to report on restated 
financial statements for one or more prior years when other auditors have examined one or more 
of the entities included in those statements. If the auditor expresses an opinion solely on the 
compilation of the statements, he is to do so in an additional paragraph following the standard 
scope and opinion paragraphs covering the consolidated financial statements for the current year. 
Section 543.16 of SAS No. 1 contains an example of an appropriate paragraph added in those 
circumstances.
A qualification of the principal auditor’s opinion may be based on the subject of the qualifica­
tion of the opinion of the other auditor. If the other auditor’s qualified report is presented, under 
certain circumstances the principal auditor may wish to refer in his report to the qualification by 
the other auditor and its disposition.
Twenty-four audit reports are presented referring to other auditors apparently in conformity 
with SAS No. 2. The reports are grouped according to the use made of the financial statements 
examined by the other auditor. Two of the audit reports presented were issued before SAS No. 
2 became effective, but those reports apparently comply with the Statement in all respects.
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Financial statements combined or consolidated with financial statements examined by 
another auditor are covered by audit reports in which the magnitude of the statements examined 
by the other auditor is disclosed. Financial statements in which the financial statements examined 
by the other auditor are used to state an investment in an unconsolidated subsidiary or other 
investees at equity in net assets or for other purposes are covered by audit reports either in which 
the magnitude of the statements examined by the other auditor is disclosed or in which reference 
is made to a source in the financial statements in which the magnitude is disclosed.
COMPUTATION OF PRIOR YEAR TAX ADJUSTMENT
CELLU-CRAFT INC.
Auditors' Opinion
To the Board of Directors and Stockholders 
Cellu-Craft Inc.
We have examined the consolidated balance sheet of Cellu-Craft Inc. and subsidiaries as at 
December 31, 1974 and the related consolidated statements of income, stockholders’ equity and 
changes in financial position for the ten months then ended. Our examination was made in accordance 
with generally accepted auditing standards and accordingly included such tests of the accounting 
records and such other auditing procedures as we considered necessary in the circumstances.
In our opinion, the aforementioned consolidated financial statements present fairly the financial 
position of Cellu-Craft Inc. and subsidiaries as at December 31, 1974 and the results of their opera­
tions and changes in financial position for the ten months then ended, in conformity with generally 
accepted accounting principles applied on a basis consistent with that of the preceding year.
We have also examined the prior year tax adjustment to the accumulated deficit as of February 
28, 1973, included in the consolidated statement of stockholders’ equity for the year ended February 
28, 1974 (which was examined and reported on by other auditors). In our opinion, such adjustment has 
been properly presented in accordance with generally accepted accounting principles.
Cellu-Craft Inc.:
We have examined the consolidated balance sheet of Cellu-Craft Inc. and subsidiaries as of 
February 28, 1974 and the related statements of income, stockholders’ equity and changes in financial 
position for the year then ended. Our examination was made in accordance with generally accepted 
auditing standards, and accordingly included such tests of the accounting records and such other 
auditing procedures as we considered necessary in the circumstances.
Subsequent to the date of our examination, the accumulated deficit as of February 28, 1973 was 
increased by a $41,000 prior year tax adjustment. Such adjustment was covered by the examination of 
other auditors whose report has been furnished to us, and our opinion expressed herein, insofar as it 
relates to such adjustment, is based solely upon the report of the other auditors.
In our opinion, based upon our examination and the report of other auditors, such consolidated 
financial statements present fairly the financial position of the companies at February 28, 1974 and the 
results of their operations and the changes in their financial position for the year then ended, in 
conformity with generally accepted accounting principles applied on a basis consistent with that of the 
preceding year.
COMBINATION WITH STATEMENTS OF OTHER POOLED COMPANIES FOR YEARS PRIOR TO THE POOLING
HILLHAVEN INC.
Auditors’ Opinion 
To the Shareholders of 
Hillhaven Inc.
We have examined the consolidated balance sheet of Hillhaven Inc. and its subsidiaries as of 
March 31, 1972 and the related statements of consolidated income and retained earnings and of 
changes in financial position for the year then ended. Our examination was made in accordance with 
generally accepted auditing standards and accordingly included such tests of the accounting records 
and such other auditing procedures as we considered necessary in the circumstances.
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In our opinion, subject to the effects, if any, of possible adjustments of medical assistance re­
venues as explained in note 2, the consolidated financial statements examined by us present fairly the 
financial position of Hillhaven Inc. and its subsidiaries at March 31, 1972, the results of their opera­
tions and the changes in financial position for the year then ended, in comformity with generally 
accepted accounting principles applied on a basis consistent with that of the preceding year.
We previously examined and reported upon the consolidated balance sheet of Hillhaven Inc. as of 
March 31, 1971 and the related statements of consolidated income and retained earnings and of 
changes in financial position for the year then ended prior to their restatement for the pooling of 
interest on December 20, 1971 (see Note 1). The contribution of Hillhaven Inc. to total assets, 
revenues and net income represented 48%, 38% and 384% of the respective restated totals. Separate 
financial statements of United Convalescent Hospitals, Inc. included in the 1971 restated consolidated 
financial statements were examined and reported upon separately by other auditors, whose opinion 
was subject to the effects, if any, of possible adjustments of medical assistance revenues. We also have 
reviewed, as to compilation only, the accompanying consolidated balance sheet and statements of 
consolidated income and of changes in financial position for the year ended March 31, 1971 after 
restatement for the 1972 poolings of interest; in our opinion, such consolidated statements have been 
properly compiled on the basis described in note 1.
CONSOLIDATION WITH PARENT COMPANY STATEMENTS
AMERICAN HOME PRODUCTS CORPORATION
Auditors’ Opinion
To the Board of Directors and Shareholders of 
American Home Products Corporation:
We have examined the consolidated balance sheets of American Home Products Corporation (a 
Delaware corporation) and subsidiaries as of December 31, 1974 and 1973, and the related consolidated 
statements of income, retained earnings, capital surplus and changes in working capital for the years 
then ended. Our examinations were made in accordance with generally accepted auditing standards, 
and accordingly included such tests of the accounting records and such other auditing procedures as 
we considered necessary in the circumstances. Other auditors examined the financial statements of 
certain foreign subsidiaries whose sales represent 10% of consolidated sales in 1974 and 1973. They 
have furnished us with reports thereon containing no exceptions and our opinion expressed herein, 
insofar as it relates to the amounts included for these subsidiaries, is based solely upon the reports of 
these auditors.
In our opinion, based upon our examinations and the reports of other auditors referred to above, 
the accompanying consolidated financial statements present fairly the financial position of American 
Home Products Corporation and subsidiaries as of December 31, 1974 and 1973, and the results of 
their operations and changes in working capital for the years then ended, in conformity with generally 
accepted accounting principles consistently applied during the periods.
AMP INCORPORATED AND PAMCOR, INC.
Auditors’ Opinion
To the Shareholders and Boards of Directors of 
AMP Incorporated and Pamcor, Inc.:
We have examined the combined balance sheets of AMP Incorporated (a New Jersey corporation) 
and Pamcor, Inc. (an affiliated Puerto Rican corporation) and their subsidiaries as of December 31, 
1974 and 1973 and the related combined statements of income and retained earnings, and changes in 
financial position for the years then ended. Our examinations were made in accordance with generally 
accepted auditing standards, and accordingly included such tests of the accounting records and such 
other auditing procedures as we considered necessary in the circumstances. We did not examine the 
combined financial statements of the foreign subsidiaries, which financial statements reflect 37% in 
1974 and 35% in 1973 of the combined total assets and 51% in 1974 and 57% in 1973 of the combined net 
income. These financial statements were examined by other aduitors whose report thereon has been 
furnished to us and our opinion expressed herein, insofar as it relates to the amounts included for the 
foreign subsidiaries, is based solely upon their report.
In our opinion, based upon our examinations and the report of other auditors, the combined 
financial statements referred to above present fairly the combined financial position of AMP Incorpo­
rated and Pamcor, Inc. and their subsidiaries as of December 31, 1974 and 1973 and the results of their 
combined operations and their combined changes in financial position for the years then ended, in 
conformity with generally accepted accounting principles consistently applied during the periods.
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BANK OF VIRGINIA COMPANY 
Auditor’s Opinion 
Board of Directors and Shareholders 
Bank of Virginia Company 
Richmond, Virginia
We have examined the balance sheets of Bank of Virginia Company and that Company and 
subsidiaries as of December 31, 1974 and December 31 , 1973, and the related statements of income and 
changes in stockholders’ equity and financial position for the years then ended. Our examinations were 
made in accordance with generally accepted auditing standards and, accordingly, included such tests 
of the accounting records and such other auditing procedures as we considered necessary in the 
circumstances. The financial statements of the Canadian subsidiaries, which companies contributed 
approximately 7% of consolidated net income for 1974 and 1973, were examined by other independent 
accountants. We were furnished financial statements of the Canadian subsidiaries and reports thereon 
by their auditors.
In our opinion, based upon our examinations and the aforementioned reports of other auditors, 
the fianancial statements referred to above present fairly the financial position of Bank of Virginia 
Company and the consolidated financial position of that Company and subsidiaries as of December 31, 
1974 and December 31, 1973, and the respective results of their operations and the changes in their 
financial position for each of the years then ended, in conformity with generally accepted accounting 
principles applied on a consistent basis.
FAMILY RECORD PLAN, INCORPORATED
Auditor’s Opinion
To the Stockholders and Board of Directors of 
Family Record Plan, Incorporated 
Los Angeles, California
We have examined the consolidated balance sheet of Family Record Plan, Incorporated and 
subsidiaries as of August 31, 1974 and August 25, 1973, and the related consolidated statements of 
income, stockholders’ equity, and changes in financial position for the years then ended. Our examina­
tion was made in accordance with generally accepted auditing standards, and accordingly included 
such tests of the accounting records and such other auditing procedures as we considered necessary in 
the circumstances. We did not examine the 1973 financial statements of Heli-Parts, Inc., a consoli­
dated subsidiary acquired in a pooling of interests transaction (see Note 1), which statements reflect 
total assets, revenues and net income constituting 30%, 21% and 54% of the respective consolidated 
totals. These statements were examined by other auditors whose report has been furnished to us. Our 
opinion for 1973, insofar as it relates to the amounts included for Heli-Parts, Inc., is based solely upon 
the report of the other auditors.
In our opinion, based upon our examination and, for 1973, the report of the other auditors, the 
financial statements mentioned present fairly the consolidated financial position of Family Record 
Plan, Incorporated and subsidiaries at August 31, 1974 and August 25, 1973, and the consolidated 
results of operations and changes in financial position for the years then ended, in conformity with 
generally accepted accounting principles applied on a consistent basis.
FIDELITY UNION BANCORPORATION 
Auditor’s Opinion
To the Stockholders and Board of Directors 
Fidelity Union Bancorporation:
We have examined the parent company balance sheets of Fidelity Union Bancorporation and the 
consolidated balance sheets of Fidelity Union Bancorporation and subsidiaries as of December 31, 
1974 and 1973, and the related consolidated statements of income, changes in stockholders’ equity and 
changes in financial position for the years then ended. Our examinations were made in accordance with 
generally accepted auditing standards, and accordingly included such tests of the accounting records 
and such other auditing procedures as we considered necessary in the circumstances. We did not 
examine the financial statements of Colonial First National Bank, a consolidated subsidiary, which 
statements reflect total assets and total operating income constituting 20% and 19% respectively in 
1974, and 21% and 21% respectively in 1973, of the related consolidated totals. These statements were 
examined by other auditors whose report thereon has been furnished to us and our opinion expressed 
herein, insofar as it relates to the amounts included for Colonial First National Bank, is based solely 
upon the report of the other auditors.
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In our opinion, based on our examinations and the report of other auditors, the aforementioned 
parent company balance sheets present fairly the financial position of Fidelity Union Bancorporation 
at December 31, 1974 and 1973 and the consolidated financial statements present fairly the financial 
position of Fidelity Union Bancorporation and subsidiaries at December 31, 1974 and 1973 and the 
results of their operations and the changes in their financial position for the years then ended, in 
conformity with generally accepted accounting principles applied on a consistent basis.
THE HOOVER COMPANY 
Auditor’s Opinion 
Board of Directors 
The Hoover Company 
North Canton, Ohio
We have examined the consolidated balance sheets of The Hoover Company and subsidiaries as of 
December 31, 1974, and December 31, 1973, and the related consolidated statements of income, 
stockholders’ equity, and changes in financial position for the years then ended. Our examinations 
were made in accordance with generally accepted auditing standards and, accordingly, included such 
tests of the accounting records and such other auditing procedures as we considered necessary in the 
circumstances. We did not examine the financial statements of certain foreign subsidiaries, which 
subsidiaries comprise approximately 50% of consolidated stockholders’ equity for 1974 and 1973. 
These statements were examined by other independent accountants whose reports thereon have been 
furnished to us and our opinion expressed herein, insofar as it relates to the amounts included for such 
foreign subsidiaries, is based solely upon the reports of other independent accountants.
In our opinion, based upon our examinations and upon the aforementioned reports of other 
independent accountants, the accompanying financial statements referred to above present fairly the 
consolidated financial position of The Hoover Company and subsidiaries at December 31, 1974, and 
December 31, 1973, and the consolidated results of their operations and changes in financial position 
for the years then ended, in conformity with generally accepted accounting principles consistently 
applied during the period except for the change, with which we concur, in the method of determining 
inventory cost as described in Note B to the consolidated financial statements.
NORTHWEST INDUSTRIES, INC.
Auditors’ Opinion
To the Board of Directors and Stockholders,
Northwest Industries, Inc.
We have examined the consolidated balance sheet of Northwest Industries, Inc. (a Delaware 
corporation) and subsidiaries as of December 31, 1974 and 1973, and the consolidated statements of 
earnings and changes in financial position for the years then ended. Our examination was made in 
accordance with generally accepted auditing standards, and accordingly included such tests of the 
accounting records and such other auditing procedures as we considered necessary in the circum­
stances. The financial statements of certain consolidated subsidiaries whose assets represent approx­
imately 47% of consolidated assets were examined by other auditors and we were furnished with their 
report thereon.
In our opinion, based upon our examination and the report of other auditors, the accompanying 
financial statements referred to above present fairly the financial position of Northwest Industries, 
Inc. and subsidiaries as of December 31, 1974 and 1973, and the results of their operations and the 
changes in their financial position for the years then ended, in conformity with generally accepted 
accounting principles, which, except for the change (with which we concur) to the last-in, first-out 
method of determining inventory costs at a subsidiary company as discussed in notes to consolidated 
financial statements, were applied on a consistent basis during the periods.
POLAROID CORPORATION
Auditor’s Opinion
The Board of Directors and Stockholders 
Polaroid Corporation:
We have examined the consolidated balance sheets of Polaroid Corporation and subsidiary com­
panies as of December 31, 1974 and 1973 and the related consolidated statements of earnings and 
retained earnings and changes in financial position for the years then ended. Our examination was 
made in accordance with generally accepted auditing standards, and accordingly included such tests of 
the accounting records and such other auditing procedures as we considered necessary in the circum­
Page 71
stances. We did not examine the financial statements of certain of the foreign subsidiaries, which 
statements reflect (after elimination of intercompany balances and sales) total assets constituting 21% 
and 15% and total revenues constituting 34% and 27% in 1974 and 1973, respectively, of the related 
consolidated totals. These statements were examined by other auditors whose reports thereon have 
been furnished to us and our opinion expressed herein, insofar as it relates to the amounts included for 
these subsidiaries, is based solely upon the reports of the other auditors.
In our opinion, based upon our examination and the reports of other auditors, the aforementioned 
consolidated financial statements present fairly the financial position of Polaroid Corporation and 
subsidiary companies at December 31, 1974 and 1973 and the results of their operations and changes in 
their financial position for the years then ended, in conformity with generally accepted accounting 
principles applied on a consistent basis.
STONE & WEBSTER INCORPORATED
Auditor’s Opinion
To the Stockholders and Board of Directors of 
Stone & Webster, Incorporated:
We have examined the consolidated balance sheet of Stone & Webster, Incorporated and Sub­
sidiaries as of December 31, 1974, and the related consolidated statements of income and retained 
earnings and of changes in financial position for the year then ended. Our examination was made in 
accordance with generally accepted auditing standards, and accordingly included such tests of the 
accounting records and such other auditing procedures as we considered necessary in the circum­
stances. We previously examined and reported upon the consolidated financial statements for the year 
1973. We did not examine the financial statements of certain consolidated foreign subsidiaries, which 
statements reflect total assets and gross earnings constituting 8% and 10%, respectively, of the 
related consolidated totals in 1974 and 4% and 7%, respectively, in 1973. These statements were 
examined by other auditors whose reports thereon have been furnished to us and our opinion ex­
pressed herein, insofar as it relates to the amounts included for such foreign subsidiaries, is based 
solely upon the reports of the other auditors.
In our opinion, based upon our examination and the reports of the other auditors, the aforemen­
tioned financial statements present fairly the consolidated financial position of Stone & Webster, 
Incorporated and Subsidiaries at December 31, 1974 and 1973, and the consolidated results of their 
operations and the consolidated changes in their financial position for the years then ended, in confor­
mity with generally accepted accounting principles applied on a consistent basis.
STATEMENT OF INVESTMENT IN UNCONSOLIDATED 
SUBSIDIARY OR OTHER INVESTEES 
AT EQUITY IN NET ASSETS
BARBER OIL CORPORATION
Auditor’s Opinion
To the Board of Directors and Shareholders of 
Barber Oil Corporation
We have examined the following financial statements: (a) Barber Oil Corporation: statements of 
assets and liabilities and investments as of December 31, 1974 and the related statements of opera­
tions for the period then ended and changes in net assets for the years ended December 31, 1974 and 
1973; and (b) Controlled Affiliates of Barber Oil Corporation: combined statement of financial position 
as of December 31, 1974 and the related combined statements of operations and accumulated deficit 
and changes in financial position for the year then ended. We made similar examinations of such 
financial statements for the year ended December 31, 1973. Our examinations were made in accor­
dance with generally accepted auditing standards, and accordingly included inspection or confirmation 
of investments owned at December 31, 1974 and such tests of the accounting records and such other 
auditing procedures as we considered necessary in the circumstances. The fair values of securities 
have been determined by the board of directors as described in Note 1 to the financial statements of 
Barber Oil Corporation. We have reviewed the procedures applied in valuing such securities and have 
inspected underlying documentation; while in the circumstances the procedures appear to be reasona­
ble and the documentation appropriate, determination of fair values involves subjective judgment 
which is not susceptible to substantiation by auditing procedures. We did not examine the financial 
statements of American Gilsonite Company, a 50 percent owned affiliate, which financial statements
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were examined by other public accountants whose report thereon has been furnished us. Our opinion 
on the financial statements of Barber Oil Corporation expressed herein, insofar as it relates to the 
amounts included for American Gilsonite Company as set forth in Note 2 to Barber Oil Corporation’s 
financial statements, is based solely on such report.
In our opinion, subject to the final determination of the federal income tax matter as related to 
Barber Oil Corporation and its controlled affiliates described in Note 4 to Barber Oil Corporation’s 
financial statements and to the effect on Barber Oil Corporation’s financial statements of the valuation 
of securities determined by the board of directors, referred to above, the aforementioned financial 
statements present fairly (a) the financial position of Barber Oil Corporation at December 31, 1974, 
the results of its operations for the year then ended and the changes in its net assets for the years 
ended December 31, 1974 and 1973 and (b) the combined financial position of its controlled affiliates at 
December 31, 1974 and 1973, the combined results of their operations and the changes in their 
financial position for the years then ended, in conformity with generally accepted accounting princi­
ples applied on a consistent basis.
We have also made examinations similar in scope to that described above, of the financial state­
ments of Barber Oil Corporation for the three years ended December 31, 1972 and have reviewed the 
financial information under the caption “Supplementary Information.” In our opinion, subject to the 
matters discussed in the preceding paragraphs, such information is fairly stated in all material re­
spects in relation to the financial statements taken as a whole.
BENEFICIAL CORPORATION 
Auditor’s Opinion
The Board of Directors and Shareholders of 
Beneficial Corporation
We have examined the balance sheet of Beneficial Corporation and Consolidated Subsidiaries as 
of December 31, 1974 and 1973 and the related statements of income, retained earnings, capital 
surplus, and changes in financial position for the five years ended December 31, 1974. Our examination 
was made in accordance with generally accepted auditing standards, and accordingly included such 
tests of the accounting records and such other auditing procedures as we considered necessary in the 
circumstances. We did not examine the financial statements of Western Auto Supply Company and 
Consolidated Subsidiaries and Spiegel, Inc. and Consolidated Subsidiaries (non-consolidated sub­
sidiaries), the equity in net assets and net income of which are set forth in the accompanying financial 
statements. The financial statements for such companies were examined by other auditors whose 
reports thereon have been furnished to us and our opinion expressed herein, insofar as it relates to the 
amounts included for such companies, is based solely upon the reports of the other auditors.
In our opinion, based upon our examination and the reports of other auditors, such statements 
present fairly the financial position of Beneficial Corporation and Consolidated Subsidiaries at De­
cember 31, 1974 and 1973 and the results of their operations and changes in their financial position for 
the five years ended December 31, 1974, in conformity with generally accepted accounting principles 
applied on a consistent basis after restatement for the change, in which we concur, made by the 
non-consolidated subsidiaries in their methods of revenue recognition relating to the time price differ­
ential on instalment sales as described in Note 2.
THE HARTFORD STEAM BOILER INSPECTION AND INSURANCE COMPANY 
Auditor’s Opinion
To the Stockholders and Board of Directors of
The Hartford Steam Boiler Inspection and Insurance Company:
We have examined the balance sheet of The Hartford Steam Boiler Inspection and Insurance 
Company as of December 31, 1974 and the related statements of income, surplus and changes in 
financial position for the year then ended including the summary of significant accounting policies. Our 
examination was made in accordance with generally accepted auditing standards and, accordingly, 
included such tests of the accounting records and such other auditing procedures as we considered 
necessary in the circumstances. We previously examined and reported upon the financial statements 
for the year ended December 31, 1973.
Statements of The Boiler Inspection and Insurance Company of Canada, an unconsolidated Cana­
dian subsidiary, have been examined by other auditors whose reports thereon have been furnished to 
us. Our opinion expressed herein, insofar as it relates to the amounts included for the Canadian 
subsidiary, is based solely upon the reports of the other auditors. The subsidiary’s net income and net 
assets each constitute 11% (8% in 1973) of the related totals presented in the accompanying financial 
statements.
Page I 73
In our opinion, based upon our examination and the report of other auditors, the aforementioned 
financial statements present fairly the financial position of The Hartford Steam Boiler Inspection and 
Insurance Company at December 31 , 1974 and 1973 and the results of its operations and the changes in 
its financial position for the years then ended in conformity with generally accepted accounting 
principles applied on a consistent basis.
KATY INDUSTRIES, INC.
Auditors’ Opinion 
To the Board of Directors 
Katy Industries, Inc.
We have examined the consolidated balance sheets of Katy Industries, Inc. as of December 31, 
1974 and 1973, and the related consolidated statements of income, retained earnings and changes in 
financial position for the years then ended. Our examinations were made in accordance with generally 
accepted auditing standards, and accordingly included such tests of the accounting records and such 
other auditing procedures as we considered necessary in the circumstances.
The financial statements of Bush Universal, Inc. and subsidiary companies, for the years ended 
December 31, 1974 and 1973 were examined by other independent accountants whose reports thereon 
have been furnished to us, and our opinion expressed herein, insofar as it relates to the amounts 
included for such companies, is based solely upon such reports. Their report was qualified in 1974 (as 
explained in Note 3) for a change in consolidation policy, with which they concurred. Katy’s consolida­
tion policy was changed in 1974 (as explained in Note 1) to reflect Bush’s previously consolidated 
maritime services and related real estate operations under the equity method. The accompanying 
financial statements for 1973 have been restated to reflect the change in consolidation policy. The 
carrying value of the Company’s investment in Bush, as set forth separately in the accompanying 
consolidated balance sheets represents 12% of total consolidated assets as of December 31, 1974 and 
1973, and 19% and 9% of consolidated net income for the years then ended.
In our opinion, based upon our examinations and the reports mentioned above of other indepen­
dent accountants, the accompanying financial statements present fairly the consolidated financial 
position of Katy Industries, Inc. at December 31, 1974 and 1973 and the consolidated results of their 
operations and changes in financial position for the years then ended, in conformity with generally 
accepted accounting principles applied on a consistent basis after restatement, with which we concur, 
for the change in consolidation policy as described in the preceding paragraph.
Notes to Financial Statements 
1. Accounting Policies:
The following paragraphs set forth the significant accounting policies followed in preparation of 
the accompanying consolidated financial statements:
Consolidation Policy—The financial statements include, on a consolidated basis, the accounts of 
Katy Industries, Inc. and subsidiaries in which it has greater than 50% interest, except the following 
which are accounted for by the equity method:
(a) Bush Universal, Inc. a 59.82% subsidiary, which during 1974 authorized the divesture of its 
maritime services and related real estate operations. Bush’s financial statements include its 
financial services group of wholly-owned subsidiaries (principally insurance companies) and 
Bush’s 50.175% investment in HMW Industries, Inc. (see Note 3). The investment in net assets 
of Bush Universal, Inc. and the results of its operations, are presented, after consolidating 
adjustments, on the equity basis, since the continuing activities of Bush are not compatible with 
the operations of other Katy companies. 1973 financial statements have been restated to present 
the operations of Bush Universal, Inc. (previously consolidated) on the equity method;
• • •  •
3. Investments:
Bush Universal, Inc.
Katy’s 20.39% ownership in Bush Universal, Inc. at January 1 , 1973 was increased to 23.25% as of 
April 30, 1973 through Bush’s purchase of its own outstanding stock and additional investments by 
Katy. Effective April 30, 1973, Katy purchased 451,416 Bush common shares (23.34%) for a total 
consideration of $5,416,992. On December 31, 1973 an additional 13.23% of Bush’s outstanding shares 
were acquired for $3,500,000. Katy’s interest in Bush Universal at December 31, 1974 and 1973 was 
59.82%. Katy’s share of Bush’s net income, after consolidation adjustments, included in the accom­
panying financial statements on the equity method, amounted to $1,823,000 in 1974 and $1,115,701 in 
1973 (before interest expense on Katy’s investment in Bush).
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The Board of Directors of Bush has authorized the divesture of Bush’s maritime service and 
related real estate operations. Bush reduced its equity in the net assets of these operations by 
$1,544,000 to estimated net realizable value and provided a reserve of $400,000 for expenses and 
adjustments which may be incurred or required when such disposition takes place. These operations 
(previously consolidated) are now classified as discontinued in Bush’s financial statements. The ac­
counts of Bush’s wholly-owned Financial Services subsidiaries have been fully consolidated for 1974. 
The 1973 statements have been restated to reflect these changes. The independent accountants’ 
opinion for 1974 on the financial statements of Bush was qualified as to the application of generally 
accepted accounting principles on a consistent basis, due to the changes in consolidation policy. Bush’s 
maritime and related real estate operations, previously consolidated by Katy, are now included, along 
with Bush’s Financial Services operations, in Katy’s financial statements for 1974 and 1973 under the 
equity method. Katy is not reflecting any gain or loss resulting from the above-mentioned disposition 
inasmuch as Katy’s adjusted investment in the maritime group and related real estate operations is 
equal to the net realizable value.
•  • • •
THE KROGER CO.
Auditor's Opinion
To the Shareowners and Board of Directors 
The Kroger Co.
We have examined the consolidated balance sheet of The Kroger Co. and Consolidated Subsidiary 
Companies as of December 28 , 1974, and the related consolidated statements of earnings, accumulated 
earnings and changes in financial position for the 52 weeks then ended. Our examination was made in 
accordance with generally accepted auditing standards, and accordingly included such tests of the 
accounting records and such other auditing procedures as we considered necessary in the circum­
stances. We did not examine the financial statements of Top Value Enterprises, Inc., an unconsoli­
dated subsidiary. These statements were examined by other independent certified public accountants 
whose report thereon has been furnished to us and our opinion expressed herein, insofar as it relates 
to the amounts included for Top Value Enterprises, Inc., is based solely upon the report of the other 
accountants. We previously examined and reported upon the consolidated financial statements of The 
Kroger Co. and Consolidated Subsidiary Companies for the 52 weeks ended December 29, 1973.
The opinion of the other accountants, referred to in the preceding paragraph, was qualified 
subject to the ultimate effect, if any, on the financial statements of the realization of costs of market­
able securities. It is not possible to determine at this time whether any loss will be realized on these 
securities. Any loss ultimately realized will affect the carrying value of the Company’s investment in 
unconsolidated companies. See Unconsolidated Companies in Notes to Consolidated Financial State­
ments.
In our opinion, based upon our examination and the report of other accountants, and subject to 
the effects, if any, on the consolidated financial statements of the ultimate resolution of the matter 
referred to in the preceding paragraph, the above referred to financial statements present fairly the 
consolidated financial position of The Kroger Co. and Consolidated Subsidiary Companies at De­
cember 28, 1974 and December 29, 1973, and the consolidated results of their operations and changes 
in financial position for the 52 week periods then ended in conformity with generally accepted account­
ing principles applied on a consistent basis.
WHIRLPOOL CORPORATION
Auditor's Opinion
The Stockholders and Board of Directors 
Whirlpool Corporation 
Benton Harbor, Michigan
We have examined the consolidated financial statements of Whirlpool Corporation and consoli­
dated subsidiaries for the five years ended December 31, 1974. Our examinations were made in 
accordance with generally accepted auditing standards and, accordingly, included such tests of the 
accounting records and such other auditing procedures as we considered necessary in the circum­
stances. The financial statements used as the basis for recording the Company’s equity in net earnings 
of companies accounted for by the equity method were examined by other independent auditors whose 
reports were furnished to us. Our opinion expressed herein, insofar as it relates to amounts included 
for these companies, Appliance Buyers Credit Corporation and Inglis Limited, is based solely on the 
reports of the other independent auditors.
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In our opinion, based on our examinations and the reports of other independent auditors, the 
accompanying balance sheet and statements of operations, stockholders’ equity, and changes in finan­
cial position present fairly the consolidated financial position of Whirlpool Corporation and consoli­
dated subsidiaries at December 31, 1974 and 1973, and the consolidated results of their operations and 
changes in their financial position for the five years ended December 31, 1974, in conformity with 
generally accepted accounting principles which, except for the change (with which we concur) in the 
method of determining inventory cost as explained in Note B to the consolidated financial statements, 
have been applied on a consistent basis.
CONSOLIDATION AND STATEMENT OF INVESTMENT AT EQUITY IN NET ASSETS
AMERICAN TELEPHONE AND TELEGRAPH COMPANY
Auditor’s Opinion 
To the Shareowners of
American Telephone and Telegraph Company:
We have examined the consolidated balance sheet of American Telephone and Telegraph Com­
pany and its telephone subsidiaries as of December 31, 1974 and the related statements of income and 
reinvested earnings and changes in financial position for the year then ended. Our examination was 
made in accordance with generally accepted auditing standards, and accordingly included such tests of 
the accounting records and such other auditing procedures as we considered necessary in the circum­
stances. We previously examined and reported upon the consolidated financial statements of the 
Company and its telephone subsidiaries for the year 1973. The financial statements of two telephone 
subsidiaries included in the consolidated financial statements (constituting total assets of 
$10,763,455,000 and $9,559,104,000 and total operating revenues of $4,120,782,000 and $3,705,397,000 
included in the consolidated totals for 1974 and 1973, respectively) were examined by other auditors. 
The consolidated financial statements of Western Electric Company, Incorporated and Subsidiaries, 
the Company’s principal nonconsolidated subsidiary (the investment in and net income of which are 
disclosed in the accompanying financial statements) were also examined by other auditors. The re­
ports of other auditors have been furnished to us and our opinion expressed herein, insofar as it relates 
to the amounts included in the consolidated financial statements for subsidiaries examined by them, is 
based solely upon such reports.
In our opinion, based upon our examination and the reports of other auditors, the consolidated 
financial statements on pages 32 to 40 present fairly the consolidated financial position at December 
31, 1974 and 1973, the consolidated results of operations and the consolidated changes in financial 
position for the years then ended of American Telephone and Telegraph Company and its telephone 
subsidiaries, in conformity with generally accepted accounting principles applied on a consistent basis.
GENERAL AMERICAN TRANSPORTATION CORP.
Auditor’s Opinion 
Board of Directors
General American Transportation Corporation 
Chicago, Illinois
We have examined the consolidated balance sheet of General American Transportation Corpora­
tion and subsidiaries as of December 31, 1974 and December 31, 1973, and the related statements of 
consolidated income, shareholders’ equity, and changes in financial position for the years then ended. 
Our examinations were made in accordance with generally accepted auditing standards and, accord­
ingly, included such tests of the accounting records and such other auditing procedures as we consid­
ered necessary in the circumstances. We did not examine the financial statements of American 
Steamship Company, a consolidated subsidiary, which has total assets and revenues accounting for 7% 
and 9% of the consolidated totals in 1974 and 8% and 6% in 1973, nor of certain unconsolidated 
subsidiaries (principally the MTL Group of Companies) accounting for 6% and 7% of total assets and 
7% and 15% of net income in 1974 and 1973, respectively. These statements were examined by other 
independent accountants whose reports thereon have been furnished to us, and our opinion expressed 
herein, insofar as it relates to the amounts included for these subsidiaries, is based solely upon the 
reports of the other independent accountants.
In our opinion, based upon our examinations and the aforementioned reports of other independent 
accountants, the consolidated financial statements referred to above present fairly the consolidated
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financial position of General American Transportation Corporation and subsidiaries at December 31, 
1974 and December 31, 1973, and the consolidated results of their operations and changes in their 
financial position for the years then ended, in conformity with generally accepted accounting princi­
ples applied on a consistent basis.
LONE STAR INDUSTRIES
Auditor’s Opinion
To the Board of Directors and Shareholders of 
Lone Star Industries, Inc.:
We have examined the consolidated balance sheet of Lone Star Industries, Inc. and Consolidated 
Subsidiaries as of December 31, 1974, and the related consolidated statements of income and retained 
earnings and changes in financial position for the year then ended. Our examination was made in 
accordance with generally accepted auditing standards, and accordingly included such tests of the 
accounting records and such other auditing procedures as we considered necessary in the circum­
stances. We made a similar examination of the financial statements of the Company for 1973. We were 
furnished with reports of other public accountants upon their examination of the financial statements 
of certain consolidated and unconsolidated subsidiaries; with respect to these subsidiaries, the consoli­
dated financial statements include total assets and revenues of 9% for 1974, and 8% and 6%, respec­
tively, for 1973 of the related consolidated totals. Our opinion expressed herein, insofar as it relates to 
the amounts included for these subsidiaries, is based solely on such reports.
In our opinion, based upon our examination and the reports of other public accountants, the 
aforementioned financial statements present fairly the consolidated financial position of Lone Star 
Industries, Inc. and Consolidated Subsidiaries at December 31, 1974 and 1973, and the consolidated 
results of their operations and changes in financial position for the years then ended, in conformity 
with generally accepted accounting principles applied on a consistent basis.
NEWMONT MINING CORPORATION
Auditor’s Opinion
To the Board of Directors and Stockholders of 
Newmont Mining Corporation:
We have examined the consolidated balance sheet of Newmont Mining Corporation (a Delaware 
corporation) and subsidiaries as of December 31, 1974 and 1973, and the related statements of consoli­
dated income, retained earnings and changes in financial position for the years then ended and the 
schedule of investments at cost in companies owned less than 20% as of December 31, 1974. Our 
examination was made in accordance with generally accepted auditing standards, and accordingly 
included such tests of the accounting records and such other auditing procedures as we considered 
necessary in the circumstances. We did not examine the financial statements of O’okiep Copper Com­
pany Limited, a consolidated subsidiary, and the affiliated companies (other than Bethlehem Copper 
Corporation Ltd.) reflected in the accompanying financial statements using the equity method of 
accounting. Newmont’s share of the net income of such subsidiary and affiliated companies, as re­
flected in their financial statements, constitutes 40% and 42% of Newmont’s consolidated net income in 
1974 and 1973 respectively. These financial statements were examined by other auditors whose 
reports thereon have been furnished to us and our opinion expressed herein, insofar as it relates to the 
amounts included for such companies, is based solely on the reports of the other auditors.
In our opinion, based upon our examination and the reports of other auditors, the accompanying 
financial statements present fairly the financial position of Newmont Mining Corporation and sub­
sidiaries as of December 31, 1974 and 1973, and the results of their operations and the changes in their 
financial position for the years then ended, and the schedule of investments at cost in companies 
owned less than 20% presents fairly the information set forth therein, all in conformity with generally 
accepted accounting principles consistently applied during the periods.
REYNOLDS METALS COMPANY 
Auditor’s Opinion 
Board of Directors 
Reynolds Metals Company 
Richmond, Virginia
We have examined the consolidated balance sheet of Reynolds Metals Company and consolidated 
subsidiaries as of December 31, 1974 and 1973, and the statements of income and retained earnings 
and changes in financial position for the years then ended. Our examinations were made in accordance
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with generally accepted auditing standards and, accordingly, included such tests of the accounting 
records and such other auditing procedures as we considered necessary in the circumstances. We did 
not examine the financial statements of certain foreign subsidiary and associated companies, which 
constituted approximately 13% in 1974 and 17% in 1973 of consolidated assets. These statements were 
examined by other auditors whose reports thereon have been furnished to us and our opinion ex­
pressed herein, insofar as it relates to the amounts included for such companies, is based upon the 
reports of the other auditors.
In our opinion, based upon our examinations and the reports of other auditors, the accompanying 
financial statements referred to above present fairly the consolidated financial position of Reynolds 
Metals Company and consolidated subsidiaries at December 31, 1974 and 1973, and the consolidated 
results of their operations and changes in financial position for the years then ended, in conformity 
with generally accepted accounting principles consistently applied during the period except for the 
change, with which we concur, in the method of pricing certain inventories as described in Note C.
THE SUPERIOR OIL COMPANY
Auditors’ Opinion
To the Shareholders and Board of Directors,
The Superior Oil Company:
We have examined the consolidated balance sheet of The Superior Oil Company (a Nevada 
corporation) and subsidiary companies as of December 31, 1974 and 1973, and the related consolidated 
statements of income, retained earnings and additional paid-in capital, and changes in financial posi­
tion for the years then ended. Our examination was made in accordance with generally accepted 
auditing standards, and accordingly included such tests of the accounting records and such other 
auditing procedures as we considered necessary in the circumstances. We did not examine the finan­
cial statements of Canadian Superior Oil Ltd., a consolidated subsidiary, or McIntyre Mines Limited, 
an affiliate, which statements were examined by other auditors whose reports thereon have been 
furnished to us. Amounts for such companies included in the consolidated financial statements were 
32.7% and 30.5% of consolidated assets and 22.7% and 26.4% of consolidated net income for 1974 and 
1973, respectively. Our opinion expressed herein, insofar as it relates to the amounts included for 
those companies, is based solely upon the reports of the other auditors.
In our opinion, based on our examination and the reports of other auditors, the financial state­
ments referred to above present fairly the financial position of The Superior Oil Company and sub­
sidiary companies as of December 31, 1974 and 1973, and the results of their operations and changes in 
their financial position for the years then ended, in conformity with generally accepted accounting 
principles applied on a consistent basis after giving retroactive effect to (a) the settlement of the 
natural gas sales subject to refund as discussed in Note 4, (b) the change, with which we concur, in the 
company’s accounting policy to consolidate all companies more than fifty percent owned as discussed in 
Note 1 and (c) the change by Canadian Superior, with which its auditors concur, to the full allocation 
basis of accounting for Canadian income taxes as discussed in Note 8.
DISCLOSURE OF FINANCIAL INFORMATION ABOUT SUBSIDIARY 
STATED AT CONTRACT SELLING PRICE
WALTER KIDDE & COMPANY, INC.
Auditors’ Opinion
To the Shareholders and Board of Directors,
Walter Kidde & Company, Inc.:
We have examined the consolidated balance sheets of Walter Kidde & Company, Inc. (a Delaware 
corporation) and subsidiaries as of December 31, 1974 and 1973 and the related consolidated state­
ments of income, paid-in surplus, earnings retained in the business and changes in financial position 
for the years then ended. Our examination was made in accordance with generally accepted auditing 
standards, and accordingly included such tests of the accounting records and such other auditing 
procedures as we considered necessary in the circumstances. We did not examine the financial state­
ments of United States Lines, Inc. and its subsidiaries. These statements were examined by other 
auditors whose report thereon has been furnished to us.
As explained in the Notes to Financial Statements, the Company’s contract to sell United States 
Lines, Inc. and the related Supplemental Agreement have been challenged in an antitrust action.
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Accordingly, the ultimate realization of the interest accrued in connection with these contracts is 
dependent upon the outcome of this litigation. This accrued interest receivable amounted to 
$23,883,000 ($12,419,000 after related taxes) at December 31, 1974 of which $6,258,000 ($3,254,000 
after related taxes) and $5,947,000 ($3,093,000 after related taxes) was accrued in 1974 and 1973, 
respectively. In the opinion of special counsel, the Company should prevail with respect to the 
Supplemental Agreement in which case the interest will be fully realized.
In our opinion, based upon our examination and the report of other auditors referred to above, 
subject to the ultimate realization of the interest described in the preceding paragraph, the accom­
panying consolidated financial statements present fairly the financial position of Walter Kidde & 
Company, Inc. and subsidiaries as of December 31, 1974 and 1973, the results of their operations and 
the changes in their financial position for the years then ended in conformity with generally accepted 
accounting principles. Other than for the change (with which we concur) as of January 1, 1974, to the 
last-in, first-out (LIFO) method of determining inventory costs as described in the Notes to Financial 
Statements, in our opinion the accounting principles were consistently applied during the years.
Notes to Financial Statements 
Contract to Sell United States Lines, Inc.
On November 9, 1970 the Company contracted to sell all the oustanding stock of United States 
Lines, Inc. (U.S. Lines) to R.J. Reynolds Tobacco Company (Reynolds) in exchange for a $65,000,000 
note to be delivered at a later date and due not later than November 9, 1976. The principal of the note 
bears interest at 8% from November 9, 1970 and the unpaid 8% interest bears interest at 6% from May 
9, 1971.
The contract provides that the sale will be consummated on the tenth day after the final approvals 
of the Interstate Commerce Commission (ICC), the Federal Maritime Commission (FMC) and, if 
necessary, the Federal Maritime Administration. To provide for the contingency that necessary 
governmental approvals may not be obtained, the Company and Reynolds have entered into a Sup­
plemental Agreement which requires that, in this event Reynolds must designate an independent 
financial institution which will, by no later than November 9, 1976, make an alternative disposition of 
U.S. Lines, through private or public sale, and must assure that the $65,000,000 note (including all 
accrued interest), or equivalent consideration, is delivered to the Company. Until disposition is 
accomplished under one of these agreements, U.S. Lines must continue to operate in a reasonably 
prudent competitive manner.
In view of the foregoing, the $65,000,000 plus accrued interest has been reflected as a receivable 
under the above contracts in the accompanying balance sheets.
In December, 1970 the U.S. Department of Justice filed an antitrust action in a Federal District 
Court requesting, among other matters, that the merger be enjoined and the Supplemental Agree­
ment be declared null and void. In April, 1971 the parties consented to a preliminary injunction 
requiring that the status quo be maintained and the Court issued an opinion that the Court, not the 
FMC, has jurisdiciton with regard to the merger. The antitrust action is still pending before the 
Court.
On June 28, 1974, the U.S. Court of Appeals for the District of Columbia ruled that the FMC, 
which had previously approved the sale of U.S. Lines to Reynolds (subject to conditions designed to 
insure the continued viability of U.S. Lines as an independent competitive entity), does not have 
jurisdiction over the acquisition or over the Supplemental Agreement. On December 16, 1974, the 
U.S. Supreme Court denied a petition to review this decision.
On July 15, 1974, American Export Lines, Inc. filed an action in the Federal District Court for the 
District of Columbia to set aside the previous approval on March 7, 1974 by the ICC of the sale, in view 
of the Court of Appeals’ decision discussed above. On September 3, 1974, the ICC agreed to recon­
sider its decision of March 7th upon the present record. No further action has been taken by the ICC 
with respect to the merits of its decision in this matter.
Special counsel for the Company is of the opinion that, if the acquisition agreement cannot be 
consummated, Kidde should ultimately prevail with respect to the Supplemental Agreement. Accord­
ingly, the Company’s financial statements have not included the operating results of U.S. Lines after 
November 9, 1970.
Interest related to the $65,000,000 note has been accrued from November 9, 1970, amounting to 
$23,883,000 ($12,419,000 after related taxes), of which $5,947,000 ($3,093,000 after related taxes or 
$.30 per common share, primary, and $.28 fully diluted) was accrued in 1973 and $6,258,000 
($3,254,000 after related taxes or $.32 per common share, primary, and $.29 fully diluted) was accrued 
in 1974. The operations of U.S. Lines resulted in net income of $733,522 for the year ended December 
31, 1973 and $15,754,702 for the year ended December 31, 1974. The assets and liabilities of U. S. Lines 
as of December 31, 1974, as recorded in their accounts, are summarized as follows:
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Current assets $ 58,847,969
Current liabilities 59,919,626
Working capital deficit (1,071,657)
Other assets 234,975,557
Long-term debt and other
noncurrent liabilities 151,896,866
Stockholder’s investment $ 82,007,034
Through 1971 the Company loaned U.S. Lines $7,000,000 on a subordinated basis, repayable in 
varying amounts after October 20, 1979 and had also guaranteed a $2,000,000 long-term obligation of 
that company. In addition, the Company has additional receivables from U.S. Lines, including in­
terest, of $3,311,000 and $3,505,000 at December 31, 1973 and December 31, 1974, respectively. 
During 1974 available U.S. Lines cash was deposited in certain bank accounts for which the Company 
received credit toward the compensating balances it is expected to maintain (see following note) and 
paid U.S. Lines a fee. Such deposits, which were owned and could be withdrawn by U.S. Lines at any 
time, ranged from $5,250,000 to $10,000,000 and fees of $161,000 were paid for their use; such deposits 
aggregated $10,000,000 at December 31, 1974.
Page I 80
V
EMPHASIS OF A MATTER
SAS No. 2 permits an auditor to emphasize a matter regarding the financial statements 
without qualifying his opinion because of the matter. The explanatory information may be pre­
sented in a separate paragraph of the report. Phrases such as “with the foregoing explanation” are 
not to be used in the opinion paragraph in those circumstances.
Fourteen audit reports are presented that emphasize a matter regarding the financial state­
ments in apparent comformity with SAS No. 2. The reports are grouped according to the nature of 
the matter emphasized.
EVALUATION OF AN ACCOUNTING PRINCIPLE
DEL E. WEBB CORPORATION
Auditor's Opinion
The Board of Directors and Shareholders 
Del E. Webb Corporation:
We have examined the consolidated balance sheets of Del E. Webb Corporation and subsidiaries 
as of December 31, 1974 and 1973, and the related consolidated statements of earnings and retained 
earnings, and changes in financial position for the years then ended. Our examination was made in 
accordance with generally accepted auditing standards, and accordingly included such tests of the 
accounting records and such other auditing procedures as we considered necessary in the circum­
stances.
Our previously issued accountants’ report dated February 28, 1974 on the 1973 consolidated 
financial statements was qualified subject to the effect of the resolution of the claim against the 
Government of Honduras. Included in the accompanying consolidated statement of earnings for the 
year ended December 31, 1974 is a charge of $2,749,444, representing the write-off of amounts 
recorded in connection with this claim (as more fully explained in note 2 to the consolidated financial 
statements), which the management of Del E. Webb Corporation believes should have been recorded 
as a prior period adjustment. It is our opinion that it would have been preferable to accord this charge 
prior period adjustment treatment, which would have increased 1974 net earnings by $1,474,549 ($.17 
per share).
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In our opinion, the aforementioned consolidated financial statements present fairly the financial 
position of Del E. Webb Corporation and subsidiaries at December 31, 1974 and 1973, and the results 
of their operations and the changes in their financial position for the years then ended, in conformity 
with generally accepted accounting principles applied on a consistent basis.
Notes to Financial Statements
Note 2
Receivables
Receivables are summarized as follows:
1974 1973
Housing sales contracts 
Customers, less allowance for 
doubtful accounts of $284,124
$ 9,398,270 $17,644,769
in 1974 and $556,028 in 1973 17,634,767 18,745,655
Affiliates (Note 17) 103,222 37,708
Refundable income taxes 
Other, less allowance for doubtful 
accounts of $586,165 in 1974
2,926,000
and $559,003 in 1973 4,687,492
$34,749,751
3,389,951
$39,818,083
During 1973, the Company filed a claim against the Government of Honduras for certain costs in 
excess of contract amounts required to be incurred in order to complete the construction of a highway 
in Honduras in prior years. Approximately $2,749,000 of the claim was previously included in accounts 
receivable from customers at December 31, 1973. The Government of Honduras initially indicated a 
desire to negotiate a mutually acceptable and timely settlement of the claim.
On November 12, 1974, representatives of the Company met with officials of the Government of 
Honduras to commence negotiating the amount of the claim. The Company was then informed that the 
Government of Honduras unconditionally rejected its claim and did not intend to negotiate a mutually 
acceptable settlement.
As a result of the November 1974 meeting and events subsequent thereto, the Company has 
deemed it necessary to write off the $2,749,444 of claimed costs. The Company believes that the 
write-off should be accorded prior period adjustment treatment since all the criteria for prior period 
adjustments set forth in Accounting Principles Board Opinion No. 9 were met. This treatment would 
have reduced consolidated net earnings by approximately $364,000 ($.04 per share) in 1970 and 
$1,110,000 ($.13 per share) in 1971.
However, at the insistence of the Securities and Exchange Commission the $2,749,444 has been 
charged to operations in the 1974 consolidated statement of earnings resulting in a reduction of 
consolidated net earnings of $1,474,549, ($.17 per share).
Included in receivables are the following amounts relating to contracts being accounted for using 
the percentage-of-completion method:
1974
Amounts billed $11,837,257
Retainage, due upon completion 
of contracts 5,439,643
Amounts not billable at December 31 4,484,823
$21,761,723
1973
$14,679,753
5,081,052
8,469,489
$28,230,294
Retainage due at December 31, 1974 is estimated to be collectable $3,917,275 in 1975 and 
$1,522,368 in future years. Amounts not billable at December 31 are related to housing sales con­
tracts. Such amounts will be billable and payable in 1975 upon completion of the related houses. 
Receivables related to percentage-of-completion contracts have been included in the financial state­
ments under the following captions:
1974
Receivables $21,359,760
Investments and long-term receivables 401,963
$21,761,723
1973
$28,230,294
$28,230,294
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CHANGE IN THE REPORTING ENTITY
AMERICAN FLETCHER CORPORATION
Auditor’s Opinion
To the Shareholders and Board of Directors 
American Fletcher Corporation
We have examined the consolidated balance sheet of American Fletcher Corporation and sub­
sidiaries as of December 31, 1974 and 1973, and the related consolidated statements of income, 
shareholders’ equity and changes in financial position for the years then ended. We have also ex­
amined the consolidated balance sheet of American Fletcher National Bank and subsidiaries as of 
December 31, 1974 and 1973, which for 1973 has been restated for the transaction described in Note 
11. Our examinations were made in accordance with generally accepted auditing standards, and 
accordingly included such tests of the accounting records and such other auditing procedures as we 
considered necessary in the circumstances.
In our opinion, the aforementioned financial statements present fairly the consolidated financial 
position of American Fletcher Corporation and subsidiaries at December 31, 1974 and 1973, and the 
results of its operations and changes in its financial position for the years then ended, and the 
consolidated financial position of American Fletcher National Bank and subsidiaries at December 31, 
1974 and 1973, in conformity with generally accepted accounting principles applied on a consistent 
basis.
Notes to Financial Statements 
11. Capital Contribution to AFNB
During 1974 AFC contributed its investment in American Fletcher Leasing Corporation and 
Circle Realty Corporation, two wholly-owned subsidiaries, to AFNB. Accordingly, the consolidated 
balance sheet at December 31, 1973 has been restated to include the accounts of these subsidiaries on a 
combined basis with AFNB. Accordingly, the total capital accounts have been increased by approxi­
mately $10,357,000 at December 31, 1973 representing AFC’s equity in the contributed subsidiaries.
RELATED PARTY TRANSACTIONS
PULLMAN INCORPORATED
Auditors’ Opinion
The Board of Directors and Shareholders of 
Pullman Incorporated
We have examined the accompanying balance sheets of Pullman Incorporated and consolidated 
subsidiaries, and its unconsolidated leasing and financing subsidiaries (Pullman Transport Leasing 
Company, Trailmobile Finance Company and consolidated subsidiary, and Canadian Trailmobile Fi­
nance Limited) at December 31, 1974 and the related statements of income and retained earnings and 
changes in financial position for the year then ended. Our examination was made in accordance with 
generally accepted auditing standards, and accordingly included such tests of the accounting records 
and such other auditing procedures as we considered necessary in the circumstances. We have previ­
ously made a similar examination of the financial statements for the prior year.
As more fully described in Note 1 of the Notes to Financial Statements, the unconsolidated 
leasing and financing subsidiaries, since the respective dates of their incorporation, have engaged in 
significant transactions with their parent under terms and conditions prescribed by their parent.
In our opinion, the statements mentioned above present fairly the financial position of the respec­
tive companies at December 31, 1974 and 1973 and the related results of operations and changes in 
financial position for the years then ended, all in conformity with generally accepted accounting 
principles applied on a consistent basis during the period.
Notes to Financial Statements 
Note 1. Accounting Principles
Basis of presentation: The financial statements of the Corporation include the accounts of Pullman 
Incorporated and all of its majority owned subsidiaries except its leasing and financing subsidiaries for 
which separate financial statements are included. The Corporation’s investment in the latter com­
panies and those companies which are 50 percent or less owned is included in its balance sheet at an
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amount which represents its equity in the underlying net assets less any long-term amounts due these 
companies. The financial statements of the leasing and financing subsidiaries, in accordance with 
industry practice, do not classify the assets and liabilities as current or noncurrent. These statements 
reflect significant transactions with Pullman including those described below.
Leased equipment is purchased from Pullman at its cost (such sales are not included in Pullman’s 
revenues and expenses). Equipment leased back to Pullman under agreements which meet the criteria 
for sales are so recorded. Installment contracts are purchased by the financing subsidiaries without 
recourse at an amount not exceeding the principal amount of the contracts. Administrative and selling 
expenses and interest on intercompany loans are allocated to the companies on bases which manage­
ment believes reflect their portion of these costs. In 1974 and 1973 there was an allocation of additional 
finance income to Trailmobile Finance Company.
The taxable income of Pullman Transport Leasing Company and Trailmobile Finance Company 
are included in the consolidated federal income tax return of the Corporation. The related financial 
statements include an allocation of current and deferred income taxes equal to the amounts of any 
change in consolidated tax resulting from the inclusion of these companies.
• • •  •
CHANGE IN AN ACCOUNTING ESTIMATE
ROWAN COMPANIES, INC.
Auditor’s Opinion
The Stockholders and Directors of
Rowan Companies, Inc.:
We have examined the consolidated balance sheet of Rowan Companies, Inc. and subsidiaries as 
of December 31, 1974 and 1973, and the related statements of consolidated income, changes in stock­
holders’ equity, and changes in consolidated financial position for the years then ended. Our examina­
tion was made in accordance with generally accepted auditing standards, and accordingly included 
such tests of the accounting records and such other auditing procedures as we considered necessary in 
the circumstances.
As explained in Note 3, the Company in 1974 assigned salvage value to certain of its drilling 
equipment. Assigning salvage value to the equipment in our opinion does not represent a change in the 
consistent application of accounting principles but does affect the comparability of the financial state­
ments.
In our opinion, the consolidated financial statements referred to above present fairly the financial 
position of the companies at December 31, 1974 and 1973, and the results of their operations and 
changes in their financial position for the years then ended, in conformity with generally accepted 
accounting principles applied on a consistent basis.
Notes to Financial Statments
3. Property and Depreciation
Estimated useful lives used to compute depreciation of property and equipment are as follows:
Drilling equipment 2 to 12 years
Aircraft and related equipment 2 to 8 years
Other property and equipment 3 to 33 years
In 1974, the Company, based on its operating experience assigned salvage value to certain of its 
drilling equipment. The effect of this change was to increase the Company’s consolidated net income 
for the year ended December 31, 1974 by approximately $308,000 ($.14 per share).
• •  • •
TEXAS INTERNATIONAL AIRLINES, INC.
Auditor’s Opinion
To the Stockholders and Board of Directors,
Texas International Airlines, Inc.:
We have examined the balance sheet of Texas International Airlines, Inc. (a Delaware corpora­
tion), as of December 31, 1974 and 1973, and the related statements of operations, retained earnings 
(deficit), additional paid-in capital and changes in financial position for the years then ended. Our 
examination was made in accordance with generally accepted auditing standards, and accordingly 
included such tests of the accounting records and such other auditing procedures as we considered 
necessary in the circumstances.
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Effective January 1, 1974, the Company revised its estimates of the residual values of its Convair 
flight equipment and the obsolescence rates of inventories of flight equipment and supplies, as dis­
cussed in Note 2. This revision reflects primarily a change in conditions and not a change in accounting 
principles or practices. As a result of this revision, with which we concur, net income for the year 
ended December 31, 1974, was reduced by $801,000.
In our opinion, the financial statements referred to above present fairly the financial position of 
Texas International Airlines, Inc., as of December 31, 1974 and 1973 and the results of its operations 
and the changes in its financial position for the years then ended, in conformity with generally 
accepted accounting principles consistently applied during the periods.
Notes to Financial Statements
(2) Inventories, property and equipment—
Recognizing changing economic conditions, the Company, effective January 1, 1974, revised its 
estimates regarding (1) provisions for inventory obsolescence and, (2) residual values of Convair flight 
equipment. Inventory obsolescence provisions were increased from a rate of of 1% of the current 
inventory value per month to a rate which will provide for a residual value of 10% of inventory costs as 
of the date when all owned equipment of the related type becomes fully depreciated. This adjustment 
in 1974 resulted in additional obsolescence provisions of $223,000 and $78,000 in connection with 
Convair and DC-9 inventories, respectively. Estimated residual value of Convair flight equipment 
was lowered from 15% to 7½% and the amount of airframe built-in overhaul value not subject to 
depreciation was lowered from $37,500 to $12,500 per aircraft, both changes resulting in additional 
depreciation charges of $500,000 in 1974.
• •  • •
PRIOR PERIOD ADJUSTMENT
DUN & BRADSTREET COMPANIES, INC.
Auditor’s Opinion
To the Shareowners and the Board of Directors of 
Dun & Bradstreet Companies, Inc.
We have examined the consolidated balance sheet of Dun & Bradstreet Companies, Inc. and 
Subsidiaries as of December 31, 1974, and the related consolidated statements of income, shareown­
ers’ equity and changes in financial position for the year then ended. Our examination was made in 
accordance with generally accepted auditing standards, and accordingly included such tests of the 
accounting records and such other auditing procedures as we considered necessary in the circum­
stances. We previously examined and reported upon the consolidated financial statements of the 
Company and Subsidiaries for the year 1973, which have been restated for the effect of the settlement 
of litigation described in Note 5.
In our opinion, the aforementioned financial statements present fairly the consolidated financial 
position of Dun & Bradstreet Companies, Inc. and Subsidiaries at December 31, 1974 and 1973 and the 
consolidated results of their operations and changes in financial position for the years then ended, in 
conformity with generally accepted accounting principles applied on a consistent basis.
Notes to Financial Statements 
Note 5—Settlement of Litigation
In December, 1974, the Company settled a lawsuit which related principally to alleged acts of the 
Company in 1962. The settlement and related 1974 legal fees amounted to $2,600,000, which amount, 
less the related Federal and State income tax effect of $1,300,000 has been recorded in the accounts as 
an adjustment to 1962 results. Accordingly, accrued liabilities, accrued income taxes and retained 
earnings have been restated in the 1973 financial statements.
STA-RITE INDUSTRIES, INC.
Auditor’s Opinion
The Board of Directors and Shareholders 
Sta-Rite Industries, Inc.
We have examined the accompanying consolidated balance sheet of Sta-Rite Industries, Inc. at 
December 31, 1974, and the related consolidated statements of earnings, retained earnings and 
changes in financial position for the year then ended. Our examination was made in accordance with
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generally accepted auditing standards, and accordingly included such tests of the accounting records 
and such other auditing procedures as we considered necessary in the circumstances. We have previ­
ously made a similar examination of the consolidated financial statements for the prior year.
In our opinion, the statements mentioned above, which have been restated for 1973 as explained 
in Note 2, present fairly the consolidated financial position of Sta-Rite Industries, Inc. at December 
31, 1974 and 1973 and the consolidated results of operations and the consolidated changes in financial 
position for the years then ended, in conformity with generally accepted accounting principles applied 
on a consistent basis during the period.
Notes to Financial Statements 
2. Restatement of Prior Year
The 1973 earnings reported last year of $1.89 per share have been adjusted to reflect additional 
foreign taxes payable of $200,000 ($.12 per share). Accordingly, the provision for income taxes in the 
1973 consolidated financial statements has been restated for the above amount.
CHANGE IN OPERATING CONDITIONS
TENNECO INC.
Auditor's Opinion
To the Stockholders and Board of Directors,
Tenneco Inc.:
We have examined the consolidated balance sheets of Tenneco Inc. (a Delaware corporation) and 
subsidiary companies as of December 31, 1974 and 1973, and the related consolidated statements of 
income, retained earnings, capital stock and premium on capital stock and other capital surplus, and 
changes in financial position for the years then ended. Our examination was made in accordance with 
generally accepted auditing standards and accordingly included such tests of the accounting records 
and such other auditing procedures as we considered necessary in the circumstances.
Effective January 1, 1974, as discussed in Note 1 to the financial statements under the subcaption 
“Federal Income Taxes,” the companies commenced providing deferred federal income taxes applica­
ble to the difference between financial income and taxable income of its oil and gas exploration, 
development and production activities (exclusive of the current reduction in taxes payable resulting 
from statutory depletion). The commencement of providing for such deferred federal income taxes, 
with which we concur, reflects a change in conditions and not a change in accounting principles or 
practices.
In our opinion, the financial statements referred to above present fairly the financial position of 
Tenneco Inc. and subsidiary companies as of December 31, 1974 and 1973, and the results of opera­
tions and the changes in financial position on a consolidated basis for the years then ended, in 
conformity with generally accepted accounting principles applied on a consistent basis during the 
years.
Notes to Financial Statements 
(1) Summary of Accounting Policies:
• •  • •
Federal Income Taxes
The companies follow deferred tax accounting for timing differences in the recognition of rev­
enues and expenses for tax and financial reporting purposes, except for oil and gas exploration and 
development costs prior to 1974, certain timing differences flowed through as current reductions in 
income tax expense under FPC rate regulatory practices and unremitted earnings of foreign sub­
sidiaries.
Until 1974, the companies followed the predominant oil and gas industry practice of “flowing- 
through” to current income the benefits of all tax deductions applicable to oil and gas exploration, 
development and production activities. Effective January 1, 1974, the companies commenced provid­
ing deferred federal income taxes applicable to the current difference between financial income and 
taxable income (exclusive of the current reduction in taxes payable resulting from statutory deple­
tion). The commencement of providing for these deferred taxes reflects primarily the changing 
economics of the oil and gas industry including proposed Congressional action to reduce oil and gas tax 
incentives. As a result, net income was reduced approximately $46,000,000 or 66¢ per share in 1974. If
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the companies had provided for these deferred taxes in prior years, net income would have been 
reduced approximately $29,000,000 or 43¢ per share in 1973. At December 31, 1974, deferred taxes of 
$240,000,000 had not been provided for unamortized costs which have previously been deducted for 
tax purposes.
• •  • •
WESTINGHOUSE CREDIT CORPORATION
Auditor’s Opinion
To the Board of Directors and Stockholder of 
Westinghouse Credit Corporation
We have examined the consolidated statement of financial position of Westhinghouse Credit 
Corporation and its subsidiaries as of December 31, 1974 and 1973, and the related consolidated 
statements of income and income reinvested in the business and of changes in financial position for the 
years then ended. Our examinations were made in accordance with generally accepted auditing 
standards and accordingly included such tests of the accounting records and such other auditing 
procedures as we considered necessary in the circumstances.
As described under Interest Expense on page 19, effective January 1, 1974 the terms of the 
Company’s subordinated indebtedness to and credit line support from its parent, Westinghouse Elec­
tric Corporation, were changed to eliminate applicable interest and fees.
In our opinion, the consolidated financial statements appearing on pages 14 through 23 examined 
by us present fairly the financial position of Westinghouse Credit Corporation and its subsidiaries at 
December 31, 1974 and 1973, the results of their operations and the changes in fiancial position for the 
years then ended, in conformity with generally accepted accounting principles consistently applied.
Notes to Financial Statements 
Interest Expense
Interest expense in 1974 was 35.4 per cent higher than in 1973. Factors contributing to this 
increase were higher rates prevailing in the short-term market and increased total borrowings. Fees 
paid to banks for credit line support, included in interest expense, increased to $393,000 in 1974 from 
$59,000 in 1973, due to an increase in fee credit lines. During 1973, WCC paid a fee of $861,000 to 
Westinghouse Electric Corporation for credit line support. As a result of changes in (a) the arrange­
ment which provided for credit line support and (b) the notes payable to its parent, effective January 
1 , 1974, the Company no longer pays credit line fees or interest to Westinghouse Electric Corporation. 
Elimination of these charges decreased interest expense in 1974 by $3.0 million and, after applicable 
tax effect, increased net income by $1.5 million. The effect of these changes was recorded in December 
1974. Accordingly, interest expense and net income for the first six months of 1974 have been restated 
by $1.5 million (decrease) and $717,000 (increase), respectively.
REMOVAL OR DISCONTINUANCE OF AN OPINION QUALIFICATION
FABERGE, INCORPORATED
Auditor’s Opinion
The Stockholders and Board of Directors 
Faberge, Incorporated:
We have examined the consolidated balance sheets of Faberge, Incorporated and subsidiaries as 
of December 31, 1974 and 1973 and the related consolidated statements of earnings and retained 
earnings and changes in financial position for the years then ended. Our examination was made in 
accordance with generally accepted auditing standards, and accordingly included such tests of the 
accounting records and such other auditing procedures as we considered necessary in the circum­
stances.
In our opinion, the aforementioned consolidated financial statements present fairly the financial 
position of Faberge, Incorporated and subsidiaries at December 31, 1974 and 1973 and the results of 
their operations and changes in their financial position for the years then ended, in conformity with 
generally accepted accounting principles applied on a consistent basis.
Under date of February 28, 1974 we reported on our examination of the consolidated financial 
statements of Faberge, Incorporated and subsidiaries as of and for the year ended December 31, 1973. 
Our opinion was subject to the ultimate disposition of a class action suit against the Company and
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certain of its officers and directors. As disclosed in note 10 to financial statements, the litigation was 
settled in 1974 and our qualification is no longer required.
Notes to Financial Statements 
(10) Litigation:
The Company and certain of its officers and directors were defendants in a class action initiated in 
1972 in which the plaintiffs alleged false and misleading statements relating to the Company’s 1970 
earnings commencing in or about August 1970 and communication of non-public financial information 
to certain brokers and investment institutions. During 1974, the Company was party to a settlement 
of such litigation which required the Company to contribute $440,000 as its share of the aggregate 
settlement. The cost of such settlement has been charged against earnings in the accompanying 
Consolidated Statements of Earnings and Retained Earnings in the amount of $140,000 in 1974 and 
$300,000 in 1973. A separate derivative action, related to the above, was instituted in 1973 by a 
stockholder seeking recovery for the Company from certain officers and directors of any sums re­
quired to be paid by the Company in connection with the above class action.
The Company is subject to various other lawsuits, none of which in management’s estimate will 
result in a material loss to the Company.
ITEL CORPORATION
Auditor’s Opinion
The Board of Directors and Stockholders of 
Itel Corporation:
We have examined the consolidated balance sheets of Itel Corporation as of December 31, 1974 
and 1973, and the related statements of income, stockholders’ equity and changes in financial position 
for the years then ended. Our examination was made in accordance with generally accepted auditing 
standards, and accordingly included such tests of the accounting records and such other auditing 
procedures as we considered necessary in the circumstances.
Our opinion dated February 8, 1974 on the 1973 financial statements was qualified subject to the 
ultimate resolution of the uncertainties related to the discontinuance of the System 360 computer 
leasing business and final determination of the gain on sale of Itel Corporation’s subsidiary, Informa­
tion Storage Systems, Inc. As set forth in Note 2 the uncertainties concerning these issues have been 
substantially resolved. Accordingly, we do not now qualify our opinion on the 1973 financial state­
ments.
In our opinion, the aforementioned financial statements present fairly the financial position of Itel 
Corporation and subsidiaries at December 31, 1974 and 1973 and the results of their operations and 
changes in financial position for the years then ended, in conformity with generally accepted account­
ing principles consistently applied. As of January 1, 1973, the Company changed its method of recogni­
tion of investment tax credits, with which we concur, as described in Note 8.
Notes to Financial Statements 
Note 2. Discontinued Operations
The Company discontinued its IBM System 360 computer operating lease activities late in 1973 
and is proceeding with the sale of this equipment, which is expected to be completed by the end of 
1975. In accordance with Accounting Principles Board Opinion No. 30, such activities have been 
classified as discontinued operations in the accompanying financial statements. Under this pro­
nouncement the Company is required to segregate continuing and discontinued operations and to 
provide for all anticipated disposal costs including interest, marketing and administrative expenses. 
Consequently, a $30 million provision was made in 1973 to reduce the assets of discontinued operations 
to their net realizable value. Disposal of the assets of discontinued operations completed during 1974 
was as follows:
Net realizable value of computer rental equipment
at December 31, 1973 $78,000,000
Proceeds from sale of equipment during 1974 $41,700,000
Interim lease revenue under previously existing contracts 27,800,000
Disposal costs (28,300,000) 41,200,000
Net realizable value of computer rental equipment
at December 31, 1974 $36,800,000
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As of December 31, 1974, the Company had sold 48% and had signed contracts to sell an additional 
12% of its original portfolio of System 360 equipment. The contracts were for amounts comparable to 
those recorded in 1974. The 1974 disposal costs include those incurred in obtaining such contracts. The 
contract portion of sales proceeds, substantially represented by contracts receivable, are recorded at 
their present value. Based upon the experience to date and revised projections for completion of the 
discontinuance program, it is the opinion of management that the program will be completed without 
any significant adjustment of the original $30 million provision.
In 1973 the Company sold its computer peripheral manufacturing subsidiary (ISS) for $23.1 
million and varying percentages of certain of ISS’ net revenues from the date of sale through 1975. The 
sale resulted in a $19.1 million gain (including $8.6 million from the Company’s share of ISS’ revenues). 
In connection with such sale the Company purchased a note payable to ISS by the Telex Corporation. 
At December 31, 1974, the balance of this note, which is due in monthly installments with a balloon 
payment of approximately $2 million on December 31, 1976, is $5.1 million. An allowance for doubtful 
collection of $1.8 million (consisting of interest payments and sundry credits which have not been 
reflected in income) has been provided for this receivable and any additional proceeds from the sale of 
ISS arising from the Company’s portion of ISS’ revenues in excess of the amount previously recorded, 
estimated at $2.3 million, will be added to this reserve. Telex is currently in compliance with the terms 
of the repayment schedule relating to this note. If Telex continues to make all payments the reserves 
provided will not be required.
Revenues and income (loss) for discontinued operations in 1973 are as follows (not applicable in 
1974):
1973
Income
Revenues (loss)
ISS $19,600 $ —
SSI Trailer Corp. 1,500 (400)
Office Products 1,600 —
IBM System 360 Portfolio 39,100 —*
$61,800 (400)
Federal income tax (benefit) (200)
Income (loss) from discontinued operations $(200)
*The Company’s policy, adopted effective with the fourth quarter of 1972, was to defer all profit 
from its System 360 computer leasing activities to provide a reserve for possible future losses. The 
deferral of profits in 1973 of $2,300,000 prior to adoption of the discontinuance plan has been included in the estimated provision for discontinuance losses of $30,000,000.
In 1971 the Company discontinued its office products manufacturing and marketing operations 
and adjusted the related assets to their fair value. The Company has retained 52,071 shares of the 
121,071 shares of Xerox Corporation common stock which it obtained in 1971 in exchange for its 
investment in an affiliated office products company.
These shares, which management considers a long-term investment, are carried at allocated cost 
($5.7 million) which approximated market at December 31, 1973 and are classified as securities held 
for investment. The approximate market value of these securities on December 31, 1974 and February 
11, 1975 was $2.7 million and $3.8 million, respectively. Management believes that the decline in the 
market value of this stock is temporary and that the Company will ultimately recover its cost.
LOCKHEED AIRCRAFT CORPORATION
Auditor’s Opinion
Board of Directors and Shareholders 
Lockheed Aircraft Corporation
We have examined the accompanying consolidated balance sheet of Lockheed Aircraft Corpora­
tion at December 29, 1974 and the related consolidated statements of earnings and retained earnings 
(deficit) and of changes in financial position for the year then ended. Our examination was made in 
accordance with generally accepted auditing standards, and accordingly included such tests of the 
accounting records and such other auditing procedures as we considered necessary in the circum­
stances. We have previously made a similar examination of the consolidated financial statements for 
the prior year.
The Company’s studies indicate that the carrying value of its L-1011 TriStar inventories will be 
recovered and that gross profit will be realized over the remainder of the program. As discussed in
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Note 5, future sales and cost of sales of the L-1011 TriStar program will be affected by a number of 
factors, the effects of which have been estimated by the Company in accounting for the program. We 
believe these estimates are reasonable; however, because of uncertainties inherent in such estimates, 
the ultimate impact of the factors referred to above cannot be presently determined.
As discussed in Note 13, the Company is also involved in various disputes and other legal 
proceedings under certain ship construction contracts, the ultimate effect of which cannot be deter­
mined at this time.
In addition to the above matters, our previous report on the Company’s consolidated financial 
statements for the year ended December 30, 1973, was qualified with respect to the completion and 
maintenance of the financing under the 1974 Credit and Security Agreement. As of December 29, 
1974, the Company’s consolidated financial position was such that the uncertainties with respect to 
this matter have been substantially eliminated, and our qualification with respect thereto is removed.
In our opinion, subject to the outcome of the matters described in the second and third preceding 
paragraphs, the statements mentioned above present fairly the consolidated financial position of 
Lockheed Aircraft Corporation at December 30, 1973 and December 29, 1974 and the consolidated 
results of operations and changes in financial position for the years then ended, in conformity with 
generally accepted accounting principles applied on a consistent basis during the period after restate­
ment of the consolidated financial statements for 1973 to give retroactive effect to the change, with 
which we concur, in the method of accounting for development costs as described in Note 2 to the 
consolidated financial statements.
LYNCH CORPORATION
Auditors’ Opinion
To the Stockholders and Board of Directors of 
Lynch Corporation:
We have examined the consolidated balance sheet of Lynch Corporation and Subsidiary as of 
December 31, 1974 and 1973 (as restated) and the related consolidated statements of income and 
deficit and changes in financial position for the years then ended. Our examination was made in 
accordance with generally accepted auditing standards and accordingly included such tests of the 
accounting records and such other auditing procedures as we considered necessary in the circum­
stances. Our opinion on the 1973 financial statements was qualified because of the uncertainty at that 
time of the effect of the assessment of anti-dumping duties and additional realization of claims against 
former customers of Symphonic Electronic Corporation. Developments during the year have pro­
gressed to where the outcome of these claims is susceptible to reasonable estimation, thereby remov­
ing the qualification of our opinion for 1973 (see also Note 2 of Notes to Financial Statements).
In our opinion, the aforementioned financial statements present fairly the consolidated financial 
position of Lynch Corporation and Subsidiary at December 31, 1974 and 1973 (as restated) and the 
consolidated results of their operations and changes in financial position for the years then ended, in 
conformity with generally accepted accounting principles applied on a consistent basis.
Notes to Financial Statements 
(2) Hartley Sales Corporation:
Hartley Sales Corporation, formerly Symphonic Electronic Corporation, is involved with various 
claims and litigation including contested anti-dumping duties of $596,000 which were assessed against 
it by U.S. Bureau of Customs in October, 1973. In evaluating the total liquidation of Symphonic’s 
assets and liabilities which include contested anti-dumping duties, various litigation matters, collec­
tion of accounts receivable, sale of inventory, payment of contested vendor claims and sale of fixed 
assets, an added reserve of $250,000 has been provided. Provision for this reserve has been charged 
retroactively to 1971 discontinued operations and is reflected in the Company’s statements of income 
and deficit as an adjustment of the previously reported 1971 deficit.
TEXAS PACIFIC LAND TRUST 
Auditor’s Opinion 
The Trustees and Certificateholders 
Texas Pacific Land Trust:
We have examined the statements of assets and liabilities of Texas Pacific Land Trust as of 
December 31, 1974 and 1973 and the related statements of income, net proceeds from all sources and 
changes in financial position for the years then ended. Our examination was made in accordance with 
generally accepted auditing standards, and accordingly included such tests of the accounting records
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and such other auditing procedures as we considered necessary in the circumstances.
When the Trust was formed in 1888, no value was assigned to its real properties and, as a 
consequence, no value amount is stated for such properties in the accompanying statements of assets 
and liabilities. Our prior accountants’ reports have taken exception to the nonassignment of value to 
the real properties. Even though the value of the real properties at inception cannot be precisely 
determined, the Trustees have concluded that the effect of this matter can no longer be significant to 
financial position or results of operations. Accordingly, we no longer take exception to this matter in 
our accountants’ report.
In our opinion, the aforementioned financial statements present fairly the financial position of 
Texas Pacific Land Trust as of December 31, 1974 and 1973 and the results of its operations and 
changes in its financial position for the years then ended, in conformity with generally accepted 
accounting principles applied on a consistent basis.
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VI
OTHER DEPARTURES FROM THE STANDARD REPORT
Most departures from the auditor’s standard report occurring in audit reports on the com­
panies included in NAARS have occurred because of material uncertainties, use of the work of 
other auditors, inconsistent application of accounting principles, and the wish to emphasize a 
matter regarding the financial statements. Departures have occurred much less frequently be­
cause of scope limitations, deviations from generally accepted accounting principles, and devia­
tions from accounting principles promulgated by a designated accounting body.
Six audit reports are presented that contain departures of those types in apparent conformity 
with SAS No. 2.
SCOPE LIMITATION
An auditor sometimes is unable to carry out all the tests of the accounting records or other 
auditing procedures that he considers necessary to make an examination in accordance with 
generally accepted auditing standards. If a limitation on the scope of his examination exists, he is 
advised by SAS No. 2 to refer to the limitation in the scope paragraph of the report. He is to 
include in the opinion paragraph the words “except” or “exception” in a phrase such as “except 
for” or “with the exception of,” followed by a reference to the possibility that an undetected 
misstatement of the financial statements exists because of the scope limitation. An alternative 
approved by SAS No. 2 for severe scope limitations involves disclaiming an opinion on the 
financial statements because of the scope limitation.
A report containing an “except for” opinion or disclaimer of opinion because of a scope 
limitation is to contain an additional paragraph, which is to be referred to in the opinion para­
graph. The auditor is to disclose in the additional paragraph why his examination did not comply 
with generally accepted auditing standards.
None of the audit reports on companies included in NAARS refer to a scope limitation. A few 
refer to an inability to confirm accounts receivable, which is usually considered necessary to 
comply with generally accepted auditing standards, but in all of those reports the auditor stated 
that he was able to apply alternative audit procedures to his satisfaction.
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Two audit reports of that type are presented. Although the reports were issued before SAS 
No. 2 became effective, both apparently comply with its recommendations. SAS No. 2 states that 
disclosure of the use of alternative audit procedures is unnecessary, but it does not specifically 
disapprove that disclosure.
OEA, INC.
Auditors’ Opinion 
The Board of Directors 
OEA, Inc.:
We have examined the consolidated balance sheets of OEA, Inc. and subsidiaries as of July 31,
1974 and 1973, and the related consolidated statements of earnings and retained earnings and changes 
in financial position for the years then ended. Our examination was made in accordance with generally 
accepted auditing standards, and accordingly included such tests of the accounting records and such 
other auditing procedures as we considered necessary in the circumstances. It was not practicable to 
confirm accounts receivable which were principally with prime contractors of the United States 
government as to which we satisfied ourselves by means of other auditing procedures.
In our opinion the aforementioned consolidated financial statements present fairly the financial 
position of OEA, Inc. and subsidiaries at July 31, 1974 and 1973, and the results of their operations and 
the changes in their financial position for the years then ended, in conformity with generally accepted 
accounting principles applied on a consistent basis.
SANDERS ASSOCIATES, INC.
Auditors’ Opinion
To the Board of Directors and Stockholders of 
Sanders Associates, Inc.
In our opinion, the accompanying consolidated balance sheets and the related statements of 
consolidated income and retained earnings (deficit) and of changes in financial position present fairly 
the financial position of Sanders Associates, Inc. and its subsidiaries at July 28, 1972 and July 31 , 1971, 
the results of their operations and the changes in financial position for the years then ended, in 
conformity with generally accepted accounting principles consistently applied. Our examinations were 
made in accordance with generally accepted auditing standards and accordingly included such tests of 
the accounting records and such other auditing procedures as we considered necessary in the circum­
stances. It was not practicable to obtain independent confirmations of certain receivables from U.S. 
government agencies and certain other customers by direct correspondence, however we satisfied 
ourselves as to these balances by means of other auditing procedures.
DEVIATION FROM GENERALLY ACCEPTED ACCOUNTING PRINCIPLES
An auditor who believes the financial statements he has examined deviate from generally 
accepted accounting principles is advised by SAS No. 2 to modify the standard opinion paragraph 
in either of two ways. One way is to include the word “except” or “exception” in a phrase such as 
“except for” or “with the exception of,” followed by a reference to the effects on the financial 
statements of the deviation. The other way is to express the opinion that the financial statements 
do not fairly present financial position, results of operations, or changes in financial position in 
conformity with generally accepted accounting principles. The choice between the two ways is to 
be made on the basis of, among other things, the dollar magnitude of the effects of the deviation 
and the pervasiveness of the misstatement.
A report containing an “except for” opinion or adverse opinion because of a deviation from 
generally accepted accounting principles is to contain an additional paragraph, which is to be 
referred to in the opinion paragraph. The auditor is to disclose in the additional paragraph all the 
substantive reasons for the “except for” or adverse opinion and the principal effects of the devia­
tion from generally accepted accounting principles on the financial statements, if reasonably 
determinable. If the effects are not reasonably determinable, the report is to so state.
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Three audit reports are presented that contain an “except for” opinion in apparent conformity 
with SAS No. 2 because of a deviation from generally accepted accounting principles. Two of the 
reports refer to a source in the financial statements in which the principal effects of the deviation 
from generally accepted accounting principles are disclosed instead of disclosing the effects in the 
additional paragraph in the report.
DETROIT INTERNATIONAL BRIDGE COMPANY 
Auditors' Opinion
To the Board of Directors and Shareholders of 
Detroit International Bridge Company 
Detroit, Michigan
We have examined the consolidated balance sheets of Detroit International Bridge Company and 
its wholly owned subsidiary, The Canadian Transit Company, as of December 31, 1974 and 1973, and 
the related statements of net earnings, earnings retained for use in the business, and changes in 
financial position for the years then ended. Our examination was made in accordance with generally 
accepted auditing standards, and accordingly included such tests of the accounting records and such 
other auditing procedures as we considered necessary in the circumstances.
As explained in Note A to the consolidated financial statements, the Company carries its land and 
main bridge structure at less than cost and, pursuant to its bylaws and a Plan of Reorganization 
ordered by the United States District Court in 1939, has omitted depreciation on the written down 
carrying amount of the main bridge structure.
As more fully described in Note B to the consolidated financial statements, the City of Windsor, 
Ontario, Canada, is appealing a property tax assessment ruling regarding that portion of the 
Company’s main bridge structure located in Canada. The ultimate outcome of this appeal cannot 
presently be determined and, accordingly, no provision for any liability or refund that may result has 
been reflected in the accompanying consolidated financial statements.
In our opinion, except for the absence of that part of depreciation required by generally accepted 
accounting principles but omitted pursuant to the bylaws and Plan of Reorganization, and subject to 
the effects, if any, of the ultimate resolution of the matter discussed in the preceding paragraph, the 
aforementioned consolidated financial statements present fairly the financial position of Detroit Inter­
national Bridge Company and its wholly owned subsidiary, The Canadian Transit Company, at De­
cember 31, 1974 and 1973, and the results of their operations and changes in their financial position for 
the years then ended, in conformity with generally accepted accounting principles applied on a consis­
tent basis.
Notes to Financial Statements
Note A—Summary of Accounting Policies
The following is a summary of significant accounting policies followed in the preparation of the 
consolidated financial statements. The policies conform with generally accepted accounting principles, 
except for the accounting policies required pursuant to the Plan of Reorganization, and have been 
consistently applied.
Effect of Plan of Reorganization
As of July 1, 1939, land, bridge structure, and equipment were written down (by approximately 
$14,000,000) to $2,600,000 under a Plan of Reorganization confirmed by the United States District 
Court, and the bylaws were amended to provide that no depreciation of the main bridge structure be 
charged in determining earnings available for dividends. Accordingly, no depreciation has been 
charged to earnings since 1939 on the written down amount of $2,600,000 which, except for the bylaws 
and Plan of Reorganization, would normally be subject to depreciation on that portion in excess of land 
value. Net earnings and earnings retained for use in the business since 1939 would be reduced by 
approximately $34,000 each year if depreciation on the main bridge structure and equipment, omitted 
pursuant to the bylaws and Plan of Reorganization, had been taken in the financial statements.
For United States and Canadian income tax purposes, depreciation is based on original cost. The 
resulting tax benefit of approximately $83,000 annually has been included in the statement of net 
earnings.
• • • •
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WESTERN MARYLAND RAILWAY COMPANY 
Auditor’s Opinion
To the Shareowners and the Board of Directors 
Western Maryland Railway Company:
We have examined the consolidated balance sheets of Western Maryland Railway Company and 
subsidiaries as of December 31, 1974 and 1973 and the related consolidated statements of earnings, 
earnings reinvested in the business and changes in financial position for the years then ended. Our 
examination was made in accordance with generally accepted auditing standards, and accordingly 
included such tests of the accounting records and such other auditing procedures as we considered 
necessary in the circumstances.
As more fully described in note 3 to the consolidated financial statements, a net provision for loss 
on abandonment of track of $13,600,000 after related income taxes has been presented as an extraor­
dinary charge against earnings for 1974. In our opinion, generally accepted accounting principles 
require that the gross amount of such provision be included in the determination of earnings before 
income taxes and that the per share amount of the provision not be separately presented in the 
consolidated statement of earnings.
In our opinion, except for the effect of the matter described in the preceding paragraph, the 
aforementioned consolidated financial statements present fairly the financial position of Western 
Maryland Railway Company and subsidiaries at December 31, 1974 and 1973 and the results of their 
operations and the changes in their financial position for the years then ended, in conformity with 
generally accepted accounting principles applied on a consistent basis after restatement for the 
change, with which we concur, in the method of accounting for deferred income taxes described in note 
2 to the consolidated financial statements.
Notes to Financial Statement 
(3) Investment in Properties
The investment in properties consists of the following (in thousands of dollars):
Transportation properties:
1974 1973
Road $ 75,736 $ 94,832
Equipment 97,010 101,277
Miscellaneous physical property, at cost 11,934 16,122
184,680 212,231
Accumulated depreciation 59,706 60,965
Net investment $124,974 $151,266
A trackage agreement was made during 1973 between the Company and B&O which, upon 
approval of applications filed with the Interstate Commerce Commission, would permit the Company 
to operate over B&O main line tracks in Maryland, Pennsylvania and West Virginia and to abandon 
116 miles of parallel tracks (22% of its main line). A hearing has been held before the Interstate 
Commerce Commission and approval of the applications is expected. The agreement with B&O pro­
vides that certain benefits resulting from the abandonment, principally income tax savings, be shared 
equally between the companies. The provision for loss on abandonment of $13,600,000, which reflects 
the sharing of benefits with B&O (a charge of $3,866,000) and related income taxes (a credit of 
$8,777,000), has been presented as an extraordinary charge against earnings for 1974. However, in 
the opinion of the Company’s independent public accountants, this provision for loss does not meet the 
criteria for presentation as an extraordinary charge under generally accepted accounting principles.
WISCONSIN NATURAL GAS COMPANY 
Auditor’s Opinion 
To the Board of Directors 
Wisconsin Natural Gas Company
We have examined the balance sheet of Wisconsin Natural Gas Company as of December 31, 1974 
and 1973, and the related statements of income, retained earnings and changes in financial position for 
the years then ended. Our examinations were made in accordance with generally accepted auditing 
standards and accordingly included such tests of the accounting records and such other auditing 
procedures as we considered necessary in the circumstances.
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As explained in Note A, the 1973 financial statements include pension expense less than the 
minimum required by Opinion No. 8 of the Accounting Principles Board.
In our opinion, except that in 1973 provision had not been made for pension expense as described 
in the preceding paragraph, the financial statements examined by us present fairly the financial 
position of Wisconsin Natural Gas Company at December 31, 1974 and 1973, the results of its opera­
tions and the changes in financial position for the years then ended, in conformity with generally 
accepted accounting principles consistently applied.
Notes to Financial Statements 
A—Pension Plans
The Company has two noncontributory pension plans covering all eligible employees. Company 
policy is to accrue and fund annual normal employee pension cost together with interest on the 
unfunded prior service liability. The unfunded prior service liability of the pension plans is not 
significant. All vested benefits under the pension plans have been funded.
Pension expense was $372,000 in 1974 and $318,000 in 1973. The pension provision for 1973 was 
less than the minimum required by Opinion No. 8 of the Accounting Principles Board, which would 
have required an increase of approximately $43,000 in pension expense with a resulting reduction in 
net income of approximately $21,000. Pension expense for 1974 reflects increased projected earnings 
of employees, offset in part by a change from 4% to 4¼% in the actuarial assumption for rate of 
earnings on pension fund investments.
DEVIATION FROM AN AUTHORITATIVE PRONOUNCEMENT
A company may prepare financial statements in a manner that deviates from a pronounce­
ment of a body designated by the Council of the AICPA, such as the Financial Accounting 
Standards Board, to establish accounting principles. Rule 203 of the AICPA Code of Professional 
Ethics permits the auditor to express an opinion that the statements conform with generally 
accepted accounting principles if he can demonstrate that due to unusual circumstances the 
deviation was necessary to avoid making the statements misleading. If a deviation is necessary, 
the auditor’s report is to contain an additional paragraph describing the deviation, the approxi­
mate effects of the deviation on the financial statements, if practicable, and the reasons why 
compliance with the pronouncement would result in misleading statements.
One audit report is presented in apparent conformity with SAS No. 2 in which a departure 
from the standard report occurs because of a deviation from an authoritative pronouncement. 
Although the report was issued before SAS No. 2 became effective, it apparently complies with 
the Statement in all respects.
AERONCA, INC.
Auditor's Opinion
Board of Directors and Shareholders 
Aeronca, Inc.
Torrance, California
We have examined the consolidated balance sheet of Aeronca, Inc. and subsidiaries as of De­
cember 31, 1973 and 1972 and the related statements of operations, stockholders’ equity and changes 
in financial position for the years then ended. Our examination was made in accordance with generally 
accepted auditing standards, and accordingly included such tests of the accounting records and such 
other auditing procedures as we considered necessary in the circumstances.
In October, 1973, the Company extinguished a substantial amount of debt through a direct 
exchange of new equity securities. Application of Opinion No. 26 of the Accounting Principles Board to 
this exchange requires that the excess of the debt extinguished over the present value of the new 
securities should be recognized as a gain in the period in which the extinguishment occurred. While it 
is not practicable to determine the present value of the new equity securities issued, such value is at 
least $2,000,000 less than the face amount of the debt extinguished. It is the opinion of the Company’s 
Management, an opinion with which we agree, that no realization of a gain occurred in this exchange 
(Note 1), and therefore, no recognition of the excess of the debt extinguished over the present value of 
the new securities has been made in these financial statements.
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The accompanying financial statements have been prepared on the basis of the continuation of the 
Company as a going concern and requires continued profitable operations, adequate financing of the 
L-1011 program by the customer and continued adequate financing by the credit grantors (Note 4).
In our opinion, subject to the comments in the preceding paragraph and the recovery of invest­
ments in certain aerospace programs (Note 3), the aforementioned consolidated financial statements 
present fairly the financial position of Aeronca, Inc. and subsidiaries at December 31, 1973 and 1972, 
and the results of their operations and the changes in their financial position for the years then ended, 
in conformity with generally accepted accounting principles which, except for the change, with which 
we concur, in the method of presenting losses arising from the disposition of segments of the business 
(Note 2), have been applied on a consistent basis.
Notes to Financial Statements
Note 1—Summary of Accounting Policies:
• • • •
Extinguishment of Debt: In October, 1973, the Company issued 50,000 shares of 6% Prior Pre­
ferred Shares, par value $100, in exchange for the outstanding $5,000,000 of 6% Senior Subordinated 
Notes. It also issued 18,040 shares of convertible $6 Serial Preference Shares, Series A, stated value 
$100 a share, in exchange for $1,300,000 and $504,000 of outstanding 6% convertible subordinated 
debentures and 5¾% convertible subordinated debentures, respectively. The Company expensed the 
unamortized balance (approximately $148,000) of the deferred financing costs associated with the 
issuance of each of the three classes of subordinated debt to the extent that such unamortized balances 
were allocable to the debt so extinguished.
Opinion No. 26 of the Accounting Principles Board of the American Institute of CPA’s states that 
the excess of the carrying amount of the extinguished debt over the present value of the new se­
curities issued should be recognized as a gain in the statement of operations of the period in which the 
extinguishment occurred. While it is not practicable to determine the present value of the new equity 
securities issued, such value is at least $2,000,000 less than the face amount of the debt extinguished. 
However, the terms and provisions of these new equity securities are substantially similar to those of 
the debt securities extinguished, both on the basis of the Company’s continuing operations and in the 
event of liquidation. It is the opinion of the management, therefore, that no gain as a result of this 
exchange has been realized or should be recognized in the financial statements.
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APPENDIX A
STATEMENT ON AUDITING STANDARDS
REPORTS ON AUDITED FINANCIAL STATEMENTS
(Supersedes Statement on Auditing Standards No. 11, 
sections 510.01-515.10, 535.01-542.04, 544.01 and 547.01-547.04)
INTRODUCTION
1. This Statement applies to auditors’ reports issued in connection with examinations of 
financial statements that are intended to present financial position, results of operations or 
changes in financial position in conformity with generally accepted accounting principles. It dis­
tinguishes the types of reports, describes the circumstances in which each is appropriate, and 
provides examples.1 2
2. This Statement does not apply to unaudited financial statements that an accountant has 
been engaged to prepare or assist in preparing (see SAS No. 1, section 516), nor does it apply to 
reports on incomplete or capsule financial information or on other special presentations (see SAS 
No. 1, section 620).
3. Justification for the expression of the auditor’s opinion rests on the conformity of his 
examination with generally accepted auditing standards and on his findings. Generally accepted 
auditing standards include four standards of reporting. (See SAS No. 1, section 150.02.) This 
Statement is concerned primarily with the relationship of the fourth reporting standard to the 
language of the auditor’s report.
4. The fourth standard of reporting is as follows:
The report shall either contain an expression of opinion regarding the financial 
statements, taken as a whole, or an assertion to the effect that an opinion cannot be 
expressed. When an overall opinion cannot be expressed, the reasons therefor should 
be stated. In all cases where an auditor’s name is associated with financial statements, 
the report should contain a clear-cut indication of the character of the auditor’s exami­
nation, if any, and the degree of responsibility he is taking.
5. The objective of the fourth standard is to prevent misinterpretation of the degree of 
responsibility the auditor is assuming when his name is associated with financial statements. 
Reference in the fourth reporting standard to the financial statements “taken as a whole” applies 
equally to a complete set of financial statements and to an individual financial statement, for 
example, to a balance sheet. The auditor may express an unqualified opinion on one of the financial 
statements and express a qualified or adverse opinion or disclaim an opinion on another if the 
circumstances call for this treatment.
1 R eferred to hereinafter as SAS No. 1.
2This S tatem ent clarifies and explains m atters  relating  to the form of auditor’s standard  report p resently  
in use; the S tatem ent is not a resu lt of a reconsideration of the form itself.
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AUDITOR S STANDARD REPORT
6. The auditor’s report customarily is used in connection with the basic financial 
statements—balance sheet, statement of income, statement of retained earnings and statement of 
changes in financial position. If these financial statements are accompanied by a separate state­
ment of changes in stockholders’ equity accounts, it should be identified in the scope paragraph of 
the report but need not be reported on separately in the opinion paragraph since such changes are 
included in the presentation of results of operations and changes in financial position.
7. The auditor’s standard report consists of a statement describing the nature of the exami­
nation, usually in an opening or “scope” paragraph, and an expression of the auditor’s opinion, 
usually in a closing or “opinion” paragraph. The form of the standard report is as follows:
(Scope paragraph)
We have examined the balance sheet of X Company as of [at] December 31, 19XX, 
and the related statements of income, retained earnings and changes in financial posi­
tion for the year then ended. Our examination was made in accordance with generally 
accepted auditing standards and, accordingly, included such tests of the accounting 
records and such other auditing procedures as we considered necessary in the circum­
stances.
(Opinion paragraph)
In our opinion, the financial statements referred to above present fairly the finan­
cial position of X Company as of [at] December 31, 19XX, and the results of its opera­
tions and the changes in its financial position for the year then ended, in conformity 
with generally accepted accounting principles applied on a basis consistent with that of 
the preceding year.
8. The report may be addressed to the company whose financial statements are being ex­
amined or to its board of directors or stockholders. A report on the financial statements of an 
unincorporated entity should be addressed as circumstances dictate, for example, to the partners, 
to the general partner, or to the proprietor. Occasionally, an auditor is retained to examine the 
financial statements of a company that is not his client; in such a case, the report customarily is 
addressed to the client and not to the directors or stockholders of the company whose financial 
statements are being examined.
CIRCUMSTANCES RESULTING IN DEPARTURE FROM AUDITOR S STANDARD REPORT
9. The circumstances that result in a departure from the auditor’s standard report3 are as 
follows:
a. The scope of the auditor’s examination is affected by conditions that preclude the appli­
cation of one or more auditing procedures he considers necessary in the circumstances.
b. The auditor’s opinion is based in part on the report of another auditor.
c. The financial statements are affected by a departure from a generally accepted account­
ing principle.
d. The financial statements are affected by a departure from an accounting principle pro­
mulgated by the body designated by the AICPA Council to establish such principles.
e. Accounting principles have not been applied consistently.
f. The financial statements are affected by uncertainties concerning future events, the 
outcome of which is not susceptible of reasonable estimation at the date of the auditor’s 
report.
g. The auditor wishes to emphasize a matter regarding the financial statements.
3As to circumstances in which the auditor is not independent, see SAS No. 1, section 517.
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Scope Limitation
10. The auditor can determine that he is able to express an unqualified opinion only if his 
examination has been conducted in accordance with generally accepted auditing standards and if 
he therefore has been able to apply all the procedures he considers necessary in the circum­
stances. Restrictions on the scope of his examination, whether imposed by the client or by 
circumstances such as the timing of his work, the inability to obtain sufficient competent eviden­
tial matter, or an inadequacy in the accounting records, may require him to qualify his opinion or 
to disclaim an opinion. In such instances, the reasons for the auditor’s qualification of opinion or 
disclaimer of opinion should be described in his report.
11. The auditor’s decision to qualify his opinion or disclaim an opinion because of a scope 
limitation depends on his assessment of the importance of the omitted procedure(s) to his ability to 
form an opinion on the financial statements examined. This assessment will be affected by the 
nature and magnitude of the potential effects of the matters in question and by their significance 
to the financial statements. If the potential effects relate to many financial statement items, this 
significance is likely to be greater than if only a limited number of items is involved.
12. Common restrictions on the scope of the auditor’s examination include those applying to 
the observation of physical inventories and the confirmation of accounts receivable by direct 
communication with debtors,4 but restrictions may concern other phases of the audit (for example, 
see SAS No. 1, section 542.06). Restrictions on the application of these or other audit procedures 
to important elements of the financial statements require the auditor to decide whether he has 
examined sufficient competent evidential matter to permit him to express an unqualified or 
qualified opinion, or whether he should disclaim an opinion. When restrictions that significantly 
limit the scope of the audit are imposed by the client, the auditor generally should disclaim an 
opinion on the financial statements.
13. The auditor may be asked to report on one basic financial statement and not on the 
others. For example, he may be asked to report on the balance sheet and not on the statements of 
income, retained earnings or changes in financial position. These engagements do not involve 
scope limitations if the auditor’s access to information underlying the basic financial statements is 
not limited and if he applies all the procedures he considers necessary in the circumstances; 
rather, such engagements involve limited reporting objectives.
Opinion Based in Part on 
Report of Another Auditor
14. When the auditor decides to make reference to the report of another auditor as a basis, in 
part, for his opinion, he should disclose this fact in stating the scope of his examination and should 
refer to the report of the other auditor in expressing his opinion. These references indicate 
division of responsibility for performance of the examination. Although they are departures from 
the standard report language, they do not constitute a qualification of the auditor’s opinion. (See 
SAS No. 1, section 543.)
Departure From a Generally 
Accepted Accounting Principle
15. General. When financial statements are materially affected by a departure from gener­
ally accepted accounting principles and the auditor has examined the statements in accordance
4Circum stances such as the tim ing of his work may make it impracticable or impossible for the auditor to 
accomplish these procedures. In  such case, if he is able to satisfy himself as to inventories or accounts 
receivable by applying alternative procedures, there  is no significant limitation on the scope of his work, and 
his repo rt need not include reference to the omission of the procedures or to the use of alternative proce­
dures.
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with generally accepted auditing standards, he should express a qualified or an adverse opinion 
(see paragraphs 29 and 41). The basis for such opinion should be stated in his report.
16. In deciding whether the effects of a departure from generally accepted accounting princi­
ples are sufficiently material to require either a qualified or an adverse opinion, one factor to be 
considered is the dollar magnitude of the effects. However, materiality does not depend entirely 
on relative size: the concept involves qualitative as well as quantitative judgments. The signifi­
cance of an item to a particular enterprise (e.g., inventories to a manufacturing company), the 
pervasiveness of the misstatement (e.g., whether it affects the amounts and presentation of 
numerous financial statement items), and the impact of the misstatement on the financial state­
ments taken as a whole are all factors to be considered in making a judgment regarding material­
ity.
17. Inadequate disclosure. Information essential for a fair presentation in conformity with 
generally accepted accounting principles should be set forth in the financial statements. If the 
client declines to disclose essential data in a financial statement, the auditor should provide it in 
his report if practicable and should express a qualified or adverse opinion because the information 
has been omitted from the financial statements. (See SAS No. 1, sections 430.01-430.06 regarding 
the adequacy of informative disclosure, and sections 545.04-545.05 regarding the omission of a 
statement of changes in financial position.)
Departure From a Promulgated 
Accounting Principle
18. Rule 203 of the AICPA Code of Professional Ethics5 states:
A member shall not express an opinion that financial statements are presented in 
conformity with generally accepted accounting principles if such statements contain 
any departure from an accounting principle promulgated by the body designated by 
Council to establish such principles which has a material effect on the statements taken 
as a whole, unless the member can demonstrate that due to unusual circumstances the 
financial statements would otherwise have been misleading. In such cases his report 
must describe the departure, the approximate effects thereof, if practicable, and the 
reasons why compliance with the principle would result in a misleading statement.
19. When the circumstances contemplated by Rule 203 are present, the auditor’s report 
should include, in a separate paragraph or paragraphs, the information required by the rule. In 
such a case, it is appropriate for him then to express an unqualified opinion with respect to the 
conformity of the financial statements with generally accepted accounting principles unless there 
are other reasons, not associated with the departure from a promulgated principle, to modify his 
report.
Accounting Principles Not Consistently Applied
20. When there has been a change in accounting principles, the auditor should modify his 
opinion as to consistency. SAS No. 1, section 546, discusses variations in report language that are 
appropriate when accounting principles have not been applied consistently.
Uncertainties
21. In preparing financial statements, management is expected to use its estimates of the 
outcome of future events. Estimates customarily are made in connection with matters such as the
5This rule supersedes the Special Bulletin of the Council of the AICPA, issued in October 1964 and 
referred  to  in SAS No. 1 in a footnote to section 410.03 and in the tex t of sections 545.04 and 546.12.
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useful lives of depreciable assets, the collectibility of accounts receivable, the realizable value of 
inventory items, and the amount of a liability for product warranty. In most cases, the auditor is 
able to satisfy himself regarding the reasonableness of management’s estimates by considering 
various types of audit evidence, including the historical experience of the entity, and the relevance 
of the evidence in estimating the effects of future events. Matters are not to be regarded as 
uncertainties for purposes of this Statement unless their outcome is not susceptible of reasonable 
estimation, as discussed in paragraph 22. If the auditor, on the basis of evidence available to him, 
disagrees with management’s determination, and if the effects on the financial statements are 
material, he should express a qualified or an adverse opinion because of a departure from gener­
ally accepted accounting principles.
22. In certain instances, the outcome of matters that may affect the financial statements or 
the disclosures required therein is not susceptible of reasonable estimation; such matters are to be 
regarded as uncertainties for purposes of this Statement. When such uncertainties exist, it cannot 
be determined whether the financial statements should be adjusted, or in what amount.
23. There may be uncertainties with respect to specific matters whose possible effects on the 
financial statements can be isolated and therefore readily understood. Examples are the re­
coverability of a deferred cost or the likelihood that a material amount will become collectible or 
payable because of income tax adjustments or litigation. Also, there may be multiple uncertainties 
or uncertainties whose possible effects are complex and whose impact on the financial statements 
consequently is difficult for a reader to assess. Examples of conditions indicating the existence of 
uncertainties of the latter kind are recurring operating losses, serious deficiencies in working 
capital, an inability to obtain financing sufficient for continued business operations, and failure to 
comply with the terms of loan agreements. In some situations an adverse outcome of matters in 
either category could imperil the continued existence of the entity.6 In any event, if the effects of 
the matters on the financial statements could be material, their nature and their possible effects 
should be disclosed in the statements.
24. Evidence as to the resolution of an uncertainty cannot be expected to exist at the time of 
the auditor’s examination because the resolution, and therefore the evidence, is prospective. The 
auditor’s function in forming an opinion on financial statements does not include estimating the 
outcome of future events if management is unable to do so. When there are material uncertainties, 
the outcome of which is not susceptible of reasonable estimation, the auditor should consider 
whether to express an unqualified opinion or to qualify his opinion as discussed in paragraph 25.7 
The auditor need not modify his opinion because of the existence of an uncertainty when he 
concludes that there is only a minimal likelihood that resolution of the uncertainty will have a 
material effect on the financial statements.
25. In cases involving uncertainties, the auditor should be able to form an opinion whether 
the financial statement items affected have been stated in conformity with generally accepted 
accounting principles in all respects other than those contingent on the outcome of the uncertain­
ties. If he is satisfied that they have been so stated, he may appropriately express an opinion 
qualified by reason of the uncertainties (see paragraphs 35 and 39).8 If the auditor believes that 
the financial statement items affected by uncertainties reflect the application of accounting princi­
6In such circumstances, the auditor is concerned with the recoverability and classification of recorded 
asset am ounts and with the am ounts and classification of liabilities.
7The auditor may disclaim an opinion as discussed in footnote 8.
8The Committee believes th a t the explanation of the uncertainties and the qualification of the auditor’s 
opinion contem plated by this Statem ent should serve adequately to inform the users of the financial s ta te ­
m ents. Nothing in this S tatem ent, however, is intended to preclude an auditor from declining to express an 
opinion in cases involving uncertainties. If  he disclaims an opinion, the uncertainties and the ir possible effects 
on the financial sta tem ents should be disclosed in an appropriate m anner (see paragraph 23), and the 
auditor’s report should give all the  substantive reasons for his disclaimer of opinion (see paragraph 45).
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ples that are not generally accepted, he also should modify his report to state his reservations 
regarding departures from generally accepted accounting principles.
26. The subsequent resolution of an uncertainty that has led to a modification of the auditor’s 
opinion will (a) result in adjustment of the financial statements as to which his report originally 
was modified, (b) be recognized in the financial statements of a subsequent period, or (c) result in a 
conclusion that the matter has no monetary effect on the financial statements of any period. The 
qualifying expression in the opinion paragraph of the auditor’s report should be the same regard­
less of the accounting treatment that is expected to be accorded the resolution of the uncertainty.
Emphasis of a Matter
27. In some circumstances, the auditor may wish to emphasize a matter regarding the finan­
cial statements, but nevertheless intends to express an unqualified opinion. For example, he may 
wish to point out that the entity is a component of a larger business enterprise or that it has had 
significant transactions with related parties, or he may wish to call attention to an unusually 
important subsequent event or to an accounting matter affecting the comparability of the financial 
statements with those of the preceding period. Such explanatory information may be presented in 
a separate paragraph of the auditor’s report. Phrases such as “with the foregoing explanation” 
should not be used in the opinion paragraph in situations of this type.
UNQUALIFIED OPINION
28. An unqualified opinion states that the financial statements present fairly financial posi­
tion, results of operations and changes in financial position in conformity with generally accepted 
accounting principles (which include adequate disclosure) consistently applied (see paragraph 7). 
This conclusion may be expressed only when the auditor has formed such an opinion on the basis of 
an examination made in accordance with generally accepted auditing standards.
QUALIFIED OPINION
General
29. A qualified opinion states that, “except for” or “subject to” the effects of the matter to 
which the qualification relates, the financial statements present fairly financial position, results of 
operations and changes in financial position in conformity with generally accepted accounting 
principles consistently applied. Such an opinion is expressed when a lack of sufficient competent 
evidential matter or restrictions on the scope of the auditor’s examination have led him to conclude 
that he cannot express an unqualified opinion, or when the auditor believes, on the basis of his 
examination, that
a. the financial statements contain a departure from generally accepted accounting princi­
ples, the effect of which is material,
b. there has been a material change between periods in accounting principles or in the 
method of their application, or
c. there are significant uncertainties affecting the financial statements, 
and he has decided not to express an adverse opinion or to disclaim an opinion.
30. Ordinarily the auditor should not modify the language of the opinion paragraph of the 
standard report unless he is qualifying his opinion. However, reference to another auditor’s report 
as a basis, in part, of the principal auditor’s opinion is not considered to be a qualification (see 
paragraph 14).
31. Financial statements, including the accompanying notes, sometimes contain unaudited 
information, pro forma calculations or other similar disclosures. These disclosures may be re­
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quired in connection with a particular transaction (e.g., a business combination) or may otherwise 
be considered informative (e.g., in connection with subsequent events). If such disclosures are 
appropriately identified as “unaudited” or as “not covered by auditor’s report,” the auditor need 
not refer to them in his report. The reporting criteria stated in SAS No. 1, sections 516.06, 516.07, 
and 710.09 apply to such data. If the unaudited information (e.g., an investor’s share, material in 
amount, of an investee’s earnings recognized on the equity method) is such that it should be 
subjected to auditing procedures in order for the auditor to form an opinion with respect to the 
financial statements taken as a whole, and the auditor has not been able to apply the procedures 
he considers necessary, he should qualify his opinion or disclaim an opinion because of a limitation 
on the scope of his examination.
Report Form
32. When the auditor intends to express a qualified opinion, he should disclose all the sub­
stantive reasons in a separate explanatory paragraph(s) of his report, and should include, in the 
opinion paragraph, the appropriate qualifying language and a reference to the explanatory 
paragraph(s). The requirement for an explanatory paragraph does not apply when the opinion 
paragraph has been modified because of a change in accounting principle (see paragraph 20).
33. The explanatory paragraph(s) should disclose the principal effects of the subject matter 
of the qualification on financial position, results of operations and changes in financial position, if 
reasonably determinable. If the effects are not reasonably determinable, the report should so 
state. If such disclosures are made in a note to the financial statements, the explanatory 
paragraph(s) may be shortened by referring to it. The explanatory paragraph(s) also should make 
clear whether the matter is (a) one as to which there is a difference of opinion between the auditor 
and his client and for which the auditor believes an adjustment should be made or (b) one involving 
an uncertainty that cannot presently be resolved because the outcome depends on future events. 
If an auditor wishes to emphasize a matter or disclosure regarding the financial statements but 
does not intend to qualify his opinion (see paragraph 27), he should not refer to this information in 
the opinion paragraph of his report.
34. When a qualified opinion results from a limitation on the scope of the examination or an 
insufficiency of evidential matter, the situation should be described in the explanatory paragraph 
and referred to in both the scope and opinion paragraphs of the auditor’s report. It is not appro­
priate for the auditor to request that the scope of his examination be explained in a note to the 
financial statements, inasmuch as the description of the scope is the auditor’s representation and 
not that of his client.
Qualifying Language
35. A qualified opinion should include the word “except” or “exception” in a phrase such as 
“except for” or “with the exception o f’’ unless the qualification arises because of an uncertainty 
affecting the financial statements; then the expression “subject to” should be used. Phrases such 
as “with the foregoing explanation” are not clear or forceful enough and should not be used. Since 
accompanying notes are deemed to be part of the financial statements, wording such as “fairly 
presented when read in conjunction with Note 1” is likely to be misunderstood and likewise should 
not be used.
36. An example of a report in which the opinion is qualified because of the use of an account­
ing principle at variance with generally accepted accounting principles follows (assuming the 
effects are such that the auditor has concluded an adverse opinion is not appropriate):
(Separate paragraph)
The Company has excluded from property and debt in the accompanying balance 
sheet certain lease obligations, which, in our opinion, should be capitalized in order to
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conform with generally accepted accounting principles. If these lease obligations were 
capitalized, property would be increased by $....... , long-term debt by $........, and re­
tained earnings by $.......as of December 31, 19XX, and net income and earnings per
share would be increased (decreased) by $.......and $........ respectively for the year then
ended.
(Opinion paragraph)
In our opinion, except for the effects of not capitalizing lease obligations, as dis­
cussed in the preceding paragraph, the financial statements present fairly. . . .
37. If the pertinent facts are disclosed in a note to the financial statements, a separate 
paragraph of the auditor’s report in the circumstances illustrated in paragraph 36 might read as 
follows:
(Separate paragraph)
As more fully described in Note X to the financial statements, the Company has 
excluded certain lease obligations from property and debt in the accompanying balance 
sheet. In our opinion, generally accepted accounting principles require that such oblig­
ations be included in the balance sheet.
38. If a qualification arises because of lack of consistency in the application of accounting 
principles, the qualifying language should be positioned in the opinion paragraph so as to make 
this clear. (See SAS No. 1, section 546.)
39. An example of a report qualified because of an uncertainty affecting the financial state­
ments follows:
(Separate paragraph)
As discussed in Note X to the financial statements, the Company is defendant in a 
lawsuit alleging infringement of certain patent rights and claiming royalties and puni­
tive damages. The Company has filed a counter action, and preliminary hearings and 
discovery proceedings on both actions are in progress. Company officers and counsel 
believe the Company has a good chance of prevailing, but the ultimate outcome of the 
lawsuits cannot presently be determined, and no provision for any liability that may 
result has been made in the financial statements.
(Opinion paragraph)
In our opinion, subject to the effects, if any, on the financial statements of the 
ultimate resolution of the matter discussed in the preceding paragraph, the financial 
statements referred to above present fairly. . . .
or
In our opinion, subject to the effects of such adjustments, if any, as might have 
been required had the outcome of the uncertainty referred to in the preceding para­
graph been known, the financial statements referred to above present fairly. . . .
40. When an auditor qualifies his opinion because of a scope limitation, the wording in the 
opinion paragraph should indicate that the qualification pertains to the possible effects on the 
financial statements and not to the scope limitation itself. An example regarding inventories 
(assuming the effects of the limitation are not such that the auditor has concluded a disclaimer of 
opinion is appropriate—see paragraph 11) follows:
(Scope paragraph)
Except as explained in the following paragraph, our examination . . . and such 
other auditing procedures as we considered necessary in the circumstances. . . .
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(Separate paragraph)
We did not observe the taking of the physical inventories as of December 31, 19XX
(stated at $.......), and December 31, 19X1 (stated at $....... ), since those dates were
prior to the time we were initially engaged as auditors for the Company. Due to the 
nature of the Company’s records, we were unable to satisfy ourselves as to the inven­
tory quantities by means of other auditing procedures.9
(Opinion paragraph)
In our opinion, except for the effects of such adjustments, if any, as might have 
been determined to be necessary had we been able to observe the physical 
inventories. . . .
Wording such as “In our opinion, except for the above-mentioned limitation on the scope of our 
examination . . . ” bases the exception on the restriction itself, rather than on the possible effects 
on the financial statements, and therefore is unacceptable.
ADVERSE OPINION
41. An adverse opinion states that financial statements do not present fairly the financial 
position, results of operations or changes in financial position in conformity with generally ac­
cepted accounting principles. Such an opinion is expessed when, in the auditor’s judgment (see 
paragraph 16), the financial statements taken as a whole are not presented fairly in conformity 
with generally accepted accounting principles.
42. When the auditor expresses an adverse opinion, he should disclose in a separate 
paragraph(s) of his report (a) all the substantive reasons for his adverse opinion and (b) the 
principal effects of the subject matter of the adverse opinion on financial position, results of 
operations and changes in financial position, if reasonably determinable. If the effects are not 
reasonably determinable, the report should so state. The report also should state any reservations 
the auditor has regarding fair presentation in conformity with generally accepted accounting 
principles other than those giving rise to the adverse opinion.
43. When an adverse opinion is expressed, the opinion paragraph should include a direct 
reference to a separate paragraph that discloses the basis for the adverse opinion.
(Separate paragraph)
As discussed in Note X to the financial statements, the Company carries its prop­
erty, plant and equipment accounts at appraisal values, and provides depreciation on 
the basis of such values. Further, the Company does not provide for income taxes with 
respect to differences between financial income and taxable income arising because of 
the use, for income tax purposes, of the installment method of reporting gross profit 
from certain types of sales. Generally accepted accounting principles, in our opinion, 
require that property, plant and equipment be stated at an amount not in excess of 
cost, reduced by depreciation based on such amount, and that deferred income taxes be 
provided. Because of the departures from generally accepted accounting principles
identified above, as of December 31, 19XX, inventories have been increased $.......by
inclusion in manufacturing overhead of depreciation in excess of that based on cost;
property, plant and equipment, less accumulated depreciation, is carried at $....... in
excess of an amount based on the cost to the Company; and allocated income tax of 
$.......has not been recorded; resulting in an increase of $........ in retained earnings and
9If the auditor has been unable also to carry out other tests, such as those relating to the pricing and 
clerical accuracy of the inventories, the language in the separate and opinion paragraphs should be modified 
accordingly.
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in appraisal surplus of $.......For the year ended December 31, 19XX, cost of goods sold
has been increased $.......because of the effects of the depreciation accounting referred
to above and deferred income taxes of $.......have not been provided, resulting in an
increase in net income and earnings per share of $.......and $.........respectively.
(Opinion paragraph)
In our opinion, because of the effects of the matters discussed in the preceding 
paragraph, the financial statements referred to above do not present fairly, in confor­
mity with generally accepted accounting principles, the financial position of X Com­
pany as of December 31, 19XX, or the results of its operations and changes in its 
financial position for the year then ended.
44. Because an opinion as to consistency implies the application of generally accepted ac­
counting principles, no reference to consistency should be made in the opinion paragraph when an 
adverse opinion is issued. However, if the auditor has specific exceptions as to consistency, these 
exceptions should be expressed in the report.
DISCLAIMER OF OPINION
45. A disclaimer of opinion states that the auditor does not express an opinion on the financial 
statements. When the auditor disclaims an opinion, he should state in a separate paragraph(s) of 
his report all of his substantive reasons for doing so, and also should disclose any other reserva­
tions he has regarding fair presentation in conformity with generally accepted accounting princi­
ples or the consistency of their application. The disclaimer of opinion is appropriate when the 
auditor has not performed an examination sufficient in scope to enable him to form an opinion on 
the financial statements (see paragraphs 10, 11, and 12).10 A disclaimer of opinion should not be 
expressed because the auditor believes, on the basis of his examination, that there are material 
departures from generally accepted accounting principles (see paragraphs 15, 16, and 17).
46. When expressing a disclaimer because of a significant scope limitation, the auditor should 
indicate in a separate paragraph(s) the respects in which his examination did not comply with 
generally accepted auditing standards. He should state that the scope of his examination was not 
sufficient to warrant the expression of an opinion. The auditor should not indicate the procedures 
performed; to do so may tend to overshadow the disclaimer.
47. An example of a disclaimer resulting from an inability to obtain sufficient competent 
evidential matter follows:
(Scope paragraph)
. . . Except as set forth in the following paragraph, our examination was made in 
accordance with generally accepted auditing standards and accordingly included such 
tests of the accounting records and such other auditing procedures as we considered 
necessary in the circumstances.
(Separate paragraph)
The Company did not take a physical inventory of merchandise, stated at $.......in
the accompanying financial statements as of December 31, 19XX, and at $....... as of
December 31, 19X1. Further, evidence supporting the cost of property and equipment 
acquired prior to December 31, 19XX is no longer available. The Company’s records do 
not permit the application of adequate alternative procedures regarding the inven­
tories or the cost of property and equipment. 10
10A disclaimer may be issued in cases involving uncertainties. See the footnote to paragraph 25.
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(Disclaimer paragraph)
Since the Company did not take physical inventories and we were unable to apply 
adequate alternative procedures regarding inventories and the cost of property and 
equipment, as noted in the preceding paragraph, the scope of our work was not suffi­
cient to enable us to express, and we do not express, an opinion on the financial 
statements referred to above.
PIECEMEAL OPINION
48. Piecemeal opinions (expressions of opinion as to certain identified items in financial 
statements) sometimes have been issued heretofore when the auditor disclaimed an opinion or 
expressed an adverse opinion on the financial statements taken as a whole.11 Because piecemeal 
opinions tend to overshadow or contradict a disclaimer of opinion or an adverse opinion,1 2 they are 
inappropriate and should not be issued in any situation.
REPORTS ON COMPARATIVE STATEMENTS
49. When financial statements of the prior year are presented together with those of the 
current year, the auditor should report on the financial statements of the prior year if he has 
examined them.13 (This requirement does not apply to summaries of financial information or other 
incomplete presentations.) An example of an opinion paragraph covering comparative financial 
statements for two years follows:
(Opinion paragraph)
In our opinion, the financial statements referred to above present fairly the finan­
cial position of X Company as of December 31, 19XX, and December 31, 19X1, and the 
results of its operations and the changes in its financial position for the years then 
ended, in conformity with generally accepted accounting principles applied on a consis­
tent basis.
If the financial statements of the prior year have been audited by other public accountants whose 
report is not presented or if they are unaudited, this fact should be disclosed in the financial 
statements or in the current auditor’s report. Any qualification contained in a predecessor 
auditor’s report relating to audited financial statements presented should also be disclosed either 
in the financial statements or in the current auditor’s report. If the auditor has significant excep­
tions or reservations as to unaudited financial statements presented, he should make appropriate 
disclosure in his report. (See SAS No. 1, section 516.11.)
EFFECTIVE DATE
50. Statements on Auditing Standards generally are effective at the time of their issuance. 
However, since the provisions of this Statement change certain reporting practices heretofore
11The use of a piecemeal opinion following a disclaimer of opinion has not been perm itted  when the 
disclaimer was occasioned by a significant client-imposed restriction on audit scope.
12In view of the provisions of this paragraph, the last sentence of SAS No. 1, section 544.02, having to do 
with companies whose accounting practices are prescribed by governm ental regulatory  authorities or com­
missions, is amended to read as follows:
An adverse opinion may be accompanied by an opinion on supplem entary data which are p re­
sented in conformity w ith generally accepted accounting principles.
13F o r this purpose, an auditor who has examined financial sta tem ents for a period prior to the recogni­
tion of a business combination accounted for as a pooling of in terests  is not deemed, solely by virtue of having 
examined those statem ents, to have examined sta tem ents for th a t period after they have been retroactively 
revised to recognize the pooling transaction.
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considered acceptable, this Statement will be effective with respect to reports issued on financial 
statements for periods ending on or after December 31, 1974, and need not be applied retroac­
tively. The Committee understands that arrangements already may have been made for certain 
engagements, at the conclusion of which the auditor customarily has expressed a piecemeal 
opinion following a disclaimer of opinion occasioned by scope limitations. In order to provide a 
period of orderly transition, since the use of piecemeal opinions will no longer be appropriate 
under the provisions of paragraph 48 of this Statement, the provisions of that paragraph will be 
effective with respect to reports issued on financial statements for periods ending on or after 
January 31, 1975.
The Statement entitled “Reports on Audited Financial Statements” was adopted by the 
assenting votes of twenty members of the Committee, of whom four, Messrs. Goble, Lisk, Krebs 
and Silverman, assented with qualifications. Mr. Ziegler dissented.
Messrs. Goble and Lisk approve issuance of the Statement, but dissent to paragraph 25 and 
the first sentence of footnote 8. They believe there have been, and will continue to be, situations 
involving uncertainties in which the portion of the financial statements not affected by the uncer­
tainties is of little substance in relation to the financial statements taken as a whole, and that 
paragraph 25 should expressly permit a disclaimer in those circumstances rather than relegating 
that permission to a footnote. Although footnote 8 permits a disclaimer in cases of uncertainties, 
to do so the auditor must take a position contrary to the belief of the Auditing Standards Execu­
tive Committee as expressed in the first sentence of that footnote. They believe that the auditor 
should not be required to take such a contrary position in order to disclaim an opinion as permitted 
by the footnote.
Messrs. Krebs and Silverman approve publication of this Statement but qualify their assent 
with respect to paragraphs 9(g), 27 and 33 as they relate to the use of the auditor’s report to 
emphasize a matter regarding financial statements. They believe these paragraphs conflict with 
the concept that financial statements, including the adequacy of disclosures, are the responsibility 
of the client.
Mr. Krebs also believes an auditor should not include explanatory information in his report 
unless he states a conclusion on the information or qualifies his opinion on the financial statements 
as a result of it. In his view, explanatory information in the auditor’s report may elevate the 
particular disclosures to a status greater than other disclosures in the financial statements. 
Moreover, he is concerned that there may be a tendency to use the explanatory paragraph in lieu 
of a qualification or a reader may consider the paragraph a semi-qualified opinion.
Mr. Silverman believes that the generally accepted reporting standards do not require an 
auditor to include in his report comments whose sole objective is to emphasize matters otherwise 
satisfactorily disclosed in the financial statements. The understanding of an auditor’s report and, 
consequently, its usefulness is enhanced when the auditor’s opinion is not clouded by comments 
for emphasis which in no way alter his opinion.
Mr. Ziegler dissents to the issuance of this Statement because he believes that it fails to 
provide standards that will result in a more consistent basis of reporting with regard to uncertain­
ties. He believes that the permissive use of a disclaimer (paragraph 25 and footnote 8) is inconsis­
tent with the committee’s belief that the explanation of the uncertainties and qualification of the 
auditor’s opinion should serve adequately to inform the users of the financial statements as to the 
nature of the uncertainties and their possible effects and may result in unwarranted, undesirable 
variances in reporting from the viewpoints of auditors, their clients and users of reports.
He also believes that the explanatory separate paragraph prescribed by paragraph 32 when 
the auditor intends to express a qualified opinion should extend to situations in which the opinion 
paragraph has been modified because of a change in accounting principle. The paragraph 32
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exemption will result in less prominent disclosure of the change in the auditor’s report, does not 
serve the best interests of the reader and appears incompatible with the overall objective of the 
committee to make auditors’ reports more informative and useful.
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APPENDIX B
Excerpts from  STATEMENT ON AUDITING STANDARDS NO. 1
430 ADEQUACY OF INFORMATIVE DISCLOSURE
.01 The third standard of reporting is:
Informative disclosures in the financial statements are to be regarded as reason­
ably adequate unless otherwise stated in the report.
.02 The fairness of presentation of financial statements in conformity with generally ac­
cepted accounting principles comprehends the adequacy of disclosures involving material matters. 
These matters relate to the form, arrangement, and content of the financial statements with their 
appended notes; the terminology used; the amount of detail given; the classification of items in the 
statements, the bases of amounts set forth, for example, with respect to such assets as inventories 
and plants; liens on assets; dividend arrearages, restrictions on dividends; contingent liabilities; 
and the existence of affiliated or controlling interests and the nature and volume of transactions 
with such interests. This enumeration is not intended to be all inclusive but simply indicative of 
the nature and type of disclosures necessary to make financial statements sufficiently informative.
.03 Verbosity should not be mistaken for adequate disclosure. What constitutes a matter 
requiring disclosure is for the independent auditor to decide in the exercise of his judgment in 
light of the circumstances and facts of which he is aware at that time. That later events may give 
greater importance to matters which at the time appeared to be of minor consequence does not, of 
itself, impugn the soundness of his judgment. Foresight and hindsight cannot be admitted to be of 
equal weight in passing upon conclusions reached at the earlier time; hindsight should be elimi­
nated from the factors by which the soundness of past conclusions is judged.
.04 If matters which the independent auditor believes require disclosure are omitted from 
the financial statements, the matters should be included in his report and he should appropriately 
qualify his opinion. (See section 545.)
.05 Disclosure should not be considered to require publicizing certain kinds of information 
that would be detrimental to the company or its stockholders. For example, the threat of a patent 
infringement suit might impel a conscientious management to set up an ample reserve for possible 
loss, even though it would expect to fight the issue vigorously. But publicity given to such a loss 
provision might inure to the harm of the company or its stockholders, for courts have held that a 
reserve for patent infringement constituted an allocation of infringement profits (where ready 
determination otherwise was not feasible) notwithstanding a refusal on the part of the company or 
its management to concede that such an amount might be an equitable allotment of the profits in 
dispute.
.06 Somewhat related to the matter of disclosure is the matter of information which the 
auditor receives in confidence akin to the status of privileged communication. Without such 
confidence, the auditor might at times find it difficult to obtain information necessary for him in 
the formulation of his opinion. If the information received does not, in his judgment, require 
disclosure for the financial statements not to be misleading, this standard does not require dis­
closure of such information. The matter of disclosure of events occurring subsequent to the 
balance-sheet date is discussed in section 560.
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543 PART OF EXAMINATION MADE BY OTHER 
INDEPENDENT AUDITORS
.01 Following are guidelines for reporting on financial statements when the independent 
auditor (referred to herein as the principal auditor) utilizes the work and reports of other indepen­
dent auditors who have examined the financial statements of one or more subsidiaries, divisions, 
branches, components, or investments included in the financial statements presented.
Principal Auditor’s Course of Action
.02 The auditor in this situation may have performed all but a relatively minor portion of the 
work, or significant parts of the examination may have been performed by other auditors. In the 
latter case, he must decide whether his own participation is sufficient to enable him to serve as the 
principal auditor and to report as such on the financial statements. In deciding this question, the 
auditor should consider, among other things, the materiality of the portion of the financial state­
ments he has examined in comparison with the portion examined by other auditors, the extent of 
his knowledge of the overall financial statements, and the importance of the components he 
examined in relation to the enterprise as a whole.1
.03 If the auditor decides that it is appropriate for him to serve as the principal auditor, he 
must then decide whether to make reference in his report1 2 to the examination made by another 
auditor. If the principal auditor decides to assume responsibility for the work of the other auditor 
insofar as that work relates to the principal auditor’s expression of an opinion on the financial 
statements taken as a whole, no reference should be made to the other auditor’s examination. On 
the other hand, if the principal auditor decides not to assume that responsibility, his report should 
make reference to the examination of the other auditor and should indicate clearly the division of 
responsibility between himself and the other auditor in expressing his opinion on the financial 
statements. Regardless of the principal auditor’s decision, the other auditor remains responsible 
for the performance of his own work and for his own report.
Decision Not to Make Reference
.04 If the principal auditor is able to satisfy himself as to the independence and professional 
reputation of the other auditor (see paragraph .10) and takes steps he considers appropriate to 
satisfy himself as to the other auditor’s examination (see paragraph .12), he may be able to 
express an opinion on the financial statements taken as a whole without making reference in his 
report to the examination of the other auditor. If the principal auditor decides to take this 
position, he should not state in his report that part of the examination was made by another 
auditor because to do so may cause a reader to misinterpret the degree of responsibility being 
assumed.
.05 Ordinarily, the principal auditor would be able to adopt this position when:
a. Part of the examination is made by another independent auditor which is an associated 
or correspondent firm and whose work is acceptable to the principal auditor based on his 
knowledge of the professional standards and competence of that firm; or
b. The other auditor was retained by the principal auditor and the work was performed 
under the principal auditor’s guidance and control; or
1Nothing in this section should be construed to require or imply th a t an auditor in deciding w hether he 
may properly  serve as principal auditor, w ithout him self auditing particular subsidiaries, divisions, 
branches, components, or investm ents of his client, should make th a t decision on any basis other than his 
judgm ent regarding the professional considerations as discussed in paragraphs .02 and .10.
2 See paragraph .09 for example of appropriate reporting  when reference is made to the examination of 
other auditors.
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c. The principal auditor, whether or not he selected the other auditor, nevertheless takes 
steps he considers necessary to satisfy himself as to the other auditor’s examination and 
accordingly is satisfied as to the reasonableness of the accounts for the purpose of 
inclusion in the financial statements on which he is expressing his opinion; or
d. The portion of the financial statements examined by the other auditor is not material to 
the financial statements covered by the principal auditor’s opinion.
Decision to Make Reference
.06 On the other hand, the principal auditor may decide to make reference to the examina­
tion of the other auditor when he expresses his opinion on the financial statements. In some 
situations, it may be impracticable for the principal auditor to review the other auditor’s work or 
to use other procedures which in the judgment of the principal auditor would be necessary for him 
to satisfy himself as to the other auditor’s examination. Also, if the financial statements of a 
component examined by another auditor are material in relation to the total, the principal auditor 
may decide, regardless of any other considerations, to make reference in his report to the exami­
nation of the other auditor.
.07 When the principal auditor decides that he will make reference to the examination of the 
other auditor, his report should indicate clearly, in both the scope and opinion paragraphs, the 
division of responsibility as between that portion of the financial statements covered by his own 
examination and that covered by the examination of the other auditor. The report should disclose 
the magnitude of the portion of the financial statements examined by the other auditor. This may 
be done by stating the dollar amounts or percentages of one or more of the following: total assets, 
total revenues, or other appropriate criteria, whichever most clearly reveals the portion of the 
financial statements examined by the other auditor. The other auditor may be named but only 
with his express permission and provided his report is presented together with that of the 
principal auditor.1
.08 Reference in the report of the principal auditor to the fact that part of the examination 
was made by another auditor is not to be construed as a qualification of the opinion but rather as 
an indication of the divided responsibility between the auditors who conducted the examinations 
of various components of the overall financial statements; in addition, it should be understood that 
an auditor’s report which makes reference to the report of another auditor is not to be construed 
as being inferior in professional standing to a report in which no such reference is made.
.09 An example of appropriate reporting by the principal auditor indicating the division of 
responsibility when he makes reference to the examination of the other auditor follows:
We have examined the consolidated balance sheet of X Company and subsidiaries
as of December 31, 19....... , and the related consolidated statements of income and
retained earnings and changes in financial position for the year then ended. Our exami­
nation was made in accordance with generally accepted auditing standards and accord­
ingly included such tests of the accounting records and such other auditing procedures 
as we considered necessary in the circumstances. We did not examine the financial 
statements of B Company, a consolidated subsidiary, which statements reflect total 
assets and revenues constituting 20 percent and 22 percent, respectively, of the related 
consolidated totals. These statements were examined by other auditors whose report 
thereon has been furnished to us, and our opinion expressed herein, insofar as it relates 
to the amounts included for B Company, is based solely upon the report of the other 
auditors.
In our opinion, based upon our examination and the report of other auditors, the 
accompanying consolidated balance sheet and consolidated statements of income and 
retained earnings and changes in financial position present fairly . . .
1As to filings w ith the Securities and Exchange Commission, see Rule 2-05 of Regulation S-X.
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When two or more auditors in addition to the principal auditor participate in the examination, the 
percentages covered by the other auditors may be stated in the aggregate.
Procedures Applicable to Both Methods of Reporting
.10 Whether or not the principal auditor decides to make reference to the examination of the 
other auditor, he should make inquiries concerning the professional reputation and independence 
of the other auditor. He also should adopt appropriate measures to assure the coordination of his 
activities with those of the other auditor in order to achieve a proper review of matters affecting 
the consolidating or combining of accounts in the financial statements. These inquiries and other 
measures may include procedures such as the following:
a. Make inquiries as to the professional reputation and standing of the other auditor to one 
or more of the following:
(i) The American Institute of Certified Public Accountants, the applicable state soci­
ety of certified public accountants and/or the local chapter, or in the case of a 
foreign auditor, his corresponding professional organization.
(ii) Other practitioners.
(iii) Bankers and other credit grantors.
(iv) Other appropriate sources.
b. Obtain a representation from the other auditor that he is independent under the re­
quirements of the American Institute of Certified Public Accountants and, if appro­
priate, the requirements of the Securities and Exchange Commission.
c. Ascertain through communication with the other auditor:
(i) That he is aware that the financial statements of the component which he is to 
examine are to be included in the financial statements on which the principal 
auditor will report and that the other auditor’s report thereon will be relied upon 
(and, where applicable, referred to) by the principal auditor.
(ii) That he is familiar with accounting principles generally accepted in the United 
States and with the generally accepted auditing standards promulgated by the 
American Institute of Certified Public Accountants and will conduct his examina­
tion and will report in accordance therewith.
(iii) That he has knowledge of the relevant financial reporting requirements for state­
ments and schedules to be filed with regulatory agencies such as the Securities and 
Exchange Commission, if appropriate.
(iv) That a review will be made of matters affecting elimination of intercompany trans­
actions and accounts and, if appropriate in the circumstances, the uniformity of 
accounting practices among the components included in the financial statements.
(Inquiries as to matters under a, and c (ii) and (iii) ordinarily would be unnecessary if the 
principal auditor already knows the professional reputation and standing of the other 
auditor and if the other auditor’s primary place of practice is in the United States.)
.11 If the results of inquiries and procedures by the principal auditor with respect to mat­
ters described in paragraph .10 lead him to the conclusion that he can neither assume responsibil­
ity for the work of the other auditor insofar as that work relates to the principal auditor’s 
expression of an opinion on the financial statements taken as a whole, nor report in the manner set 
forth in paragraph .09, he should appropriately qualify his opinion or disclaim an opinion on the 
financial statements taken as a whole. His reasons therefor should be stated, and the magnitude of 
the portion of the financial statements to which his qualification extends should be disclosed.
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Additional Procedures Under Decision Not to Make Reference
.12 When the principal auditor decides not to make reference to the examination of the 
other auditor, in addition to satisfying himself as to the matters described in paragraph .10, he 
should also consider whether to perform one or more of the following procedures:
a. Visit the other auditor and discuss the audit procedures followed and results thereof.
b. Review the audit programs of the other auditor. In some cases, it may be appropriate to 
issue instructions to the other auditor as to the scope of his audit work.
c. Review the working papers of the other auditor, including his evaluation of internal 
control and his conclusions as to other significant aspects of the engagement.
.13 In some circumstances the principal auditor may consider it appropriate to participate in 
discussions regarding the accounts with management personnel of the component whose financial 
statements are being examined by other auditors and/or to make supplemental tests of such 
accounts. The determination of the extent of additional procedures, if any, to be applied rests with 
the principal auditor alone in the exercise of his professional judgment and in no way constitutes a 
reflection on the adequacy of the other auditor’s work. Because the principal auditor in this case 
assumes responsibility for his opinion on the financial statements on which he is reporting without 
making reference to the other auditor’s examination, his judgment must govern as to the extent of 
procedures to be undertaken.
Long-Term Investments
.14 With respect to investments accounted for under the equity method, the auditor who 
uses another auditor’s report for the purpose of reporting on the investor’s equity in underlying 
net assets and its share of earnings or losses and other transactions of the investee is in the 
position of a principal auditor using the work and reports of other auditors. Under these circum­
stances, the auditor may decide that it would be appropriate to refer to the other auditor’s 
examination in his report on the financial statements of the investor. (See paragraphs .06-.11.) 
When the work and reports of other auditors constitute a major element of evidence with respect 
to investments accounted for under the cost method, the auditor may be in a position analogous to 
that of a principal auditor.
Qualifications in Other Auditor’s Report
.15 If the opinion of the other auditor is qualified, the principal auditor should decide 
whether the subject of the qualification is of such nature and significance in relation to the 
financial statements on which the principal auditor is reporting that it would require qualification 
of his own report. If the subject of the qualification is not material in relation to such financial 
statements and the other auditor’s report is not presented, the principal auditor need not make 
reference in his report to the qualification; if the other auditor’s report is presented, the principal 
auditor may wish to make reference to such qualification and its disposition.
Restated Financial Statements of Prior 
Years Following a Pooling of Interests
.16 Following a pooling-of-interests transaction, an auditor may be asked to report on 
restated financial statements for one or more prior years when other auditors have examined one 
or more of the entities included in such financial statements. In some of these situations the 
auditor may decide that he has not examined a sufficient portion of the financial statements for 
such prior year or years to enable him to serve as principal auditor (see paragraph .02). Also, in 
such cases, it often is not possible or it may not be appropriate or necessary for the auditor to
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satisfy himself with respect to the restated financial statements. In these circumstances it may be 
appropriate for him to express his opinion solely with respect to the compilation of such state­
ments; however, no opinion should be expressed unless the auditor has examined the statements 
of at least one of the entities included in the restatement for at least the latest period presented. 
The following is an illustration of appropriate reporting on compilation which can be presented in 
an additional paragraph of the auditor’s report following the standard scope and opinion para­
graphs covering the consolidated financial statements for the current year:
We previously examined and reported upon the consolidated statements of income 
and changes in financial position of XYZ Company and subsidiaries for the year ended
December 31, 19......., prior to their restatement for the 19........ pooling of interests.
The contribution of XYZ Company and subsidiaries to revenues and net income rep­
resented ...............  percent and ...............  percent of the respective restated totals.
Separate financial statements of the other companies included in the 19.......restated
consolidated statements of income and changes in financial position were examined and 
reported upon separately by other auditors. We also have reviewed, as to compilation 
only, the accompanying consolidated statements of income and changes in financial
position for the year ended December 31, 19....... , after restatement for the 19........
pooling of interests; in our opinion, such consolidated statements have been properly 
compiled on the basis described in Note A of notes to consolidated financial statements.
.17 In reporting on the compilation of restated financial statements as described in the 
preceding paragraph, the auditor does not assume responsibility for the work of other auditors 
nor the responsibility for expressing an opinion on the restated financial statements taken as a 
whole. His review is directed toward procedures which will enable him to express an opinion only 
as to proper compilation. These procedures include checking the compilation for mathematical 
accuracy and for conformity of the compilation methods with generally accepted accounting prin­
ciples. For example, the auditor should review and make inquiries regarding such matters as the 
following:
a. Elimination of intercompany transactions and accounts.
b. Combining adjustments and reclassifications.
c. Adjustments to treat like items in a comparable manner, if appropriate.
d. The manner and extent of presentation of disclosure matters in the restated financial 
statements and notes thereto.
The auditor should also consider the application of procedures contained in paragraph .10. 
Predecessor Auditor
.18 When one auditor succeeds another, the successor auditor must establish the basis for 
expressing his opinion on the financial statements for the first year he examines and on the 
consistency of the application of accounting principles in that year as compared with the preceding 
year. This may be done by applying appropriate auditing procedures to the account balances at 
the beginning of the period under examination. The scope of this work may be reduced by 
consultation with the predecessor auditor and review of the predecessor auditor’s working papers. 
In such cases, it is customary for the predecessor auditor, as a matter of professional courtesy, to 
make himself available to the successor auditor for consultation and to make his working papers 
available for review. However, in reporting on his examination, the successor auditor should not 
make reference to the report or work of the predecessor auditor as the basis in part for his own 
opinion.1 If the successor auditor is unable to obtain satisfaction as to the opening balances insofar 
as they affect the financial statements for the period on which he is reporting, he should appro­
priately qualify his opinion or disclaim an opinion and state his reasons for doing so.
1This is not intended to preclude the auditor from stating  th a t the financial sta tem ents for the prior year 
were examined by other auditors when those sta tem ents are presen ted  for comparative purposes. (See 
section 535.)
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545 INADEQUATE DISCLOSURE
.01 Information essential for a fair presentation in conformity with generally accepted ac­
counting principles should be set forth in the financial statements (which include the related 
notes). When such information is set forth elsewhere in a report to shareholders, or in a prospec­
tus, proxy statement, or other similar report, it should be referred to in the financial statements. 
When the client declines to disclose essential data or to incorporate it by reference in the notes, 
the independent auditor should provide the necessary supplemental information in his report, 
usually in a middle paragraph, and appropriately qualify his opinion.
.02 An illustration of appropriate wording in such instances follows:
(Middle paragraph)
On January 15, 19...2, the company issued debentures in the amount of
$......................for the purpose of financing plant expansion. The debenture agreement
restricts the payment of future cash dividends to earnings after December 31, 19... 1.
(Opinion paragraph)
In our opinion, except for the omission of the information in the preceding para­
graph, the aforementioned financial statements present fairly . . .
.03 There may be instances where the independent auditor may wish to include in his report 
additional explanatory matter (which is not required for adequate disclosure) to highlight certain 
circumstances or to aid in the interpretation of the financial statements. Since such additional 
disclosure is not intended to qualify the scope of examination or the opinion on the statements, no 
reference thereto should be made in the opinion paragraph of the independent auditor’s report.
Omission of Statement of Changes in Financial Position
.04 If an entity issues financial statements that purport to present financial position and 
results of operations but omits the related statement of changes in financial position, and if the 
omission is not sanctioned by Opinion No. 19 of the Accounting Principles Board, the omission 
should be treated in accordance with the provisions of the Special Bulletin of the American 
Institute of Certified Public Accountants issued in October 1964 relating to disclosures of depar­
tures from Opinions of the Accounting Principles Board. Accordingly, the auditor normally will 
conclude that the omission requires qualification of his opinion.
.05 An entity’s failure to disclose required information normally results in the auditor in­
cluding that information in his report.1 Although this procedure is appropriate with respect to 
specific disclosures relating to financial statements that are presented, it is not appropriate to 
require the auditor to prepare a basic financial statement (a statement of changes in financial 
position for one or more years) and include it in his report when the client’s management has 
declined to present such a statement. Accordingly, in these cases the auditor should qualify his 
report, ordinarily in the following manner:
We have examined the balance sheet of X Company as of December 31, 19....... ,
and the related statements of income and retained earnings for the year then ended.
Our examination was made in accordance with generally accepted auditing standards, 
and accordingly included such tests of the accounting records and such other auditing 
procedures as we considered necessary in the circumstances.
The company declined to present a statement of changes in financial position for
the year ended December 31, 19........ Presentation of such statement summarizing the
company’s financing and investing activities and other changes in its financial position 
is required by Opinion No. 19 of the Accounting Principles Board.
1See section 430.04.
Page I 119
In our opinion, except that the omission of a statement of changes in financial 
position results in an incomplete presentation as explained in the preceding paragraph, 
the aforementioned financial statements present fairly the financial position of X Com­
pany at December 31, 19......, and the results of its operations for the year then ended,
in conformity with generally accepted accounting principles applied on a basis consis­
tent with that of the preceding year.
546 REPORTING ON INCONSISTENCY
Change in Accounting Principle
.01 When there is a change in accounting principle, the independent auditor should modify 
his opinion as to consistency, indicating the nature of the change. The auditor’s concurrence with a 
change is implicit unless he takes exception to the change in expressing his opinion as to fair 
presentation of the financial statements in conformity with generally accepted accounting princi­
ples. Nevertheless, in order to be more informative the auditor should make his concurrence 
explicit (unless the change is the correction of an error) using the expression “with which we 
concur.” The form of modification of the opinion depends on the method of accounting for the effect 
of the change, as explained in paragraphs .02 and .03.1
.02 If there has been a change in accounting principle which should be reported by restating 
the financial statements of prior years,2 the appropriate reference to consistency is that the 
statements are consistent after giving retroactive effect to the change. Illustrations of appro­
priate reporting follow:
(Opinion paragraph covering one year)
. . . applied on a basis consistent with that of the preceding year after giving 
retroactive effect to the change, with which we concur, in the method of accounting for 
long-term construction contracts as described in Note X to the financial statements.
(Opinion paragraph covering two years)
. . . applied on a consistent basis after restatement for the change, with which we 
concur, in the method of accounting for long-term construction contracts as described 
in Note X to the financial statements.
The auditor’s report need not refer to a change in accounting principle and restatement made in 
conformity with generally accepted accounting principles if the statements for the year of change 
are reported upon together with the financial statements for a year subsequent to the year of 
change.
.03 If there has been a change in accounting principle which should be reported by means 
other than by restating the financial statements of prior years and the independent auditor is 
reporting only on the year during which the change was made, his report should state that 
accounting principles have been consistently applied except for the change. An example of such 
reporting follows:
(Opinion paragraph)
. . .  in conformity with generally accepted accounting principles which, except for 
the change, with which we concur, in the method of computing depreciation as de-
1W ith respect to the method of accounting for the  effect of a change in accounting principle, see 
Accounting Principles Board Opinion No. 20, including paragraph 4, which s ta tes th a t m ethods of accounting 
for changes in principles have been and will be specified in pronouncem ents o ther than  Opinion No. 20.
2W ith respect to  reporting  on financial sta tem ents after a pooling of interests, see paragraphs .12 and .13 
and section 543.16-.17.
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scribed in Note X to the financial statements, have been applied on a basis consistent 
with that of the preceding year.
If the independent auditor is reporting on two or more years when reporting on a subsequent 
year’s financial statements, he should make appropriate reference to the change as long as the 
year of change is included in the years being reported upon. If the year of change was other than 
the earliest year being reported upon, the following example would be an appropriate form of 
reporting:
(Opinion paragraph)
. . .  in conformity with generally accepted accounting principles consistently ap­
plied during the period except for the change, with which we concur, in the method of 
computing depreciation as described in Note X to the financial statements.
If the year of change is the earliest year being reported upon, there is no inconsistency in the 
application of accounting principles during the period subsequent to the change, but the auditor 
should make reference to the change having been made in such year. Following is an example of 
appropriate reporting:
(Opinion paragraph)
. . .  in conformity with generally accepted accounting principles consistently ap­
plied during the period subsequent to the change, with which we concur, made as of
January 1, 19......., in the method of computing depreciation as described in Note X to
the financial statements.
A change in accounting principle made at the beginning of the year preceding the earliest year 
being reported upon by the auditor does not result in an inconsistency between such preceding 
year and later years. In reporting on consistency of a later year with such preceding year, 
reference to a change is not necessary.
Reporting on Changes in Accounting Principle That 
Are Not in Conformity With Generally Accepted 
Accounting Principles
.04 The auditor should evaluate a change in accounting principle to satisfy himself that (a) 
the newly adopted accounting principle is a generally accepted accounting principle, (b) the 
method of accounting for the effect of the change is in conformity with generally accepted account­
ing principles, and (c) management’s justification1 for the change is reasonable. If a change in 
accounting principle does not meet these conditions, the auditor’s report should so indicate and his 
opinion should be appropriately qualified as discussed in paragraphs .05 through .11.
Reporting in the Year of Change
.05 If a newly adopted accounting principle is not a generally accepted accounting principle 
or the method of accounting for the effect of the change is not in conformity with generally 
accepted accounting principles, the auditor should express a qualified opinion or, if the effect of 
the change is sufficiently material, the auditor should express an adverse opinion on the financial 
statements taken as a whole due to a lack of conformity with generally accepted accounting 
principles. If a qualified opinion is expressed, the qualification would relate both to conformity 
with generally accepted accounting principles and to the consistency of application. When express-
1Accounting Principles Board Opinion No. 20, paragraph 16, sta tes: “The presum ption th a t an entity  
should not change an accounting principle may be overcome only if the en terprise justifies the use of an 
alternative acceptable accounting principle on the basis th a t it is preferable.” The requirem ent for justifica­
tion is applicable to years beginning a fte r July 31, 1971.
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ing an adverse opinion in such circumstances, no reference to consistency need be made because 
the financial statements are not presented in conformity with generally accepted accounting 
principles.1 Following is an illustration of reporting where the newly adopted accounting principle 
is not a generally accepted accounting principle:
(Middle paragraph)
The company previously recorded its land at cost but adjusted the amounts to 
appraised values during the year, with a corresponding increase in stockholders’ equity
in the amount of $...................In our opinion, the new basis on which land is recorded is
not in conformity with generally accepted accounting principles.
(Opinion paragraph)
In our opinion, except for the change to recording appraised values as described 
above, the aforementioned financial statements present fairly the financial position of
X Company at December 31, 19....... , and the results of its operations and changes in its
financial position for the year then ended, in conformity with generally accepted ac­
counting principles applied on a basis consistent with that of the preceding year.
.06 If management has not provided reasonable justification for a change in accounting 
principles, the independent auditor should express an exception to the change having been made 
without reasonable justification. Such qualification would relate both to conformity with generally 
accepted accounting principles and to the consistency of application. An example follows:
(Middle paragraph)
As disclosed in Note X to the financial statements, the company has adopted 
(description of newly adopted method), whereas it previously used (description of 
previous method). Although use of the (description of newly adopted method) is in 
conformity with generally accepted accounting principles, in our opinion the company 
has not provided reasonable justification for making a change as required by Opinion 
No. 20 of the Accounting Principles Board.
(Opinion paragraph)
In our opinion, except for the change in accounting principles as stated above, the 
aforementioned financial statements present fairly the financial position of X Company
at December 31, 19....... , and the results of its operations and changes in its financial
position for the year then ended, in conformity with generally accepted accounting 
principles applied on a basis consistent with that of the preceding year.
Reporting in Subsequent Years
.07 Whenever an accounting change results in an independent auditor expressing a qualified 
or adverse opinion on the conformity of financial statements with generally accepted accounting 
principles for the year of change, he should consider the possible effects of that change when 
reporting on the entity’s financial statements for subsequent years, as discussed in paragraphs 
.08-.11.
.08 If the financial statements for the year of such change are presented with a subsequent 
year’s financial statements, the auditor’s report should disclose his reservations with respect to 
the statements for the year of change.
.09 If an entity has adopted an accounting principle which is not a generally accepted
1Footnote disclosure of an inconsistency in accounting principles unrelated to the reason for an adverse 
opinion is required even though the independent auditor does not re fe r to the inconsistency in his report. If  
such an inconsistency is not disclosed, the independent auditor should also qualify his report for this lack of 
disclosure. (See section 430.04.)
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accounting principle, its continued use may have a material effect on the statements of a subse­
quent year on which the auditor is reporting. In this situation, the independent auditor should 
express either a qualified or an adverse opinion, depending upon the materiality of the departure 
in relation to the statements of the subsequent year.
.10 If an entity accounts for the effect of a change prospectively when generally accepted 
accounting principles require restatement or the inclusion of the cumulative effect of the change in 
the year of change, a subsequent year’s financial statements could improperly include a charge or 
credit which is material to those statements. This situation also requires that the auditor express 
a qualified or an adverse opinion.
.11 If management has not provided reasonable justification for a change in accounting 
principles, the auditor’s opinion should express an exception to the change having been made 
without reasonable justification, as previously indicated. In addition, the auditor should continue 
to express his exception with respect to the financial statements for the year of change as long as 
they are presented. However, the auditor’s exception relates to the accounting change and does 
not affect the status of a newly adopted principle as a generally accepted accounting principle. 
Accordingly, while expressing an exception for the year of change, the independent auditor’s 
opinion regarding the subsequent years’ statements need not express an exception to use of the 
newly adopted principle.
Reports Following a Pooling of Interests
.12 When companies have merged or combined in accordance with the accounting concept 
known as a “pooling of interests,” appropriate effect of the pooling should be given in the presen­
tation of financial position, results of operations, changes in financial position, and other historical 
financial data of the continuing business for the year in which the combination is consummated 
and, in comparative financial statements, for years prior to the year of pooling, as described in 
Accounting Principles Board Opinion No. 16, “Business Combinations.” If prior year financial 
statements, presented in comparison with current year financial statements, are not restated to 
give appropriate recognition to a pooling of interests, the comparative financial statements are not 
presented on a consistent basis. In this case, the inconsistency arises not from a change in the 
application of an accounting principle in the current year, but from the lack of such application to 
prior years. Such inconsistency would require a qualification in the independent auditor’s report. 
In addition, failure to give appropriate recognition to the pooling in comparative financial state­
ments is a departure from an Opinion of the Accounting Principles Board. Therefore, the auditor 
must also give appropriate consideration to the provisions of the Special Bulletin of the American 
Institute of Certified Public Accountants issued in October 1964 relating to disclosures of depar­
tures from Opinions of the Accounting Principles Board.
.13 When single-year statements only are presented for the year in which a combination is 
consummated, a note to the financial statements should adequately disclose the pooling transac­
tion and state the revenues, extraordinary items, and net income of the constituent companies for 
the preceding year on a combined basis. In such instances, the disclosure and consistency stan­
dards are met. Omission of disclosure of the pooling transaction and its effect on the preceding 
year would require qualifications as to the lack of disclosure and consistency in the independent 
auditor’s report.
First Examinations
.14 When the independent auditor has not examined the financial statements of a company 
for the preceding year, he should adopt procedures that are practicable and reasonable in the 
circumstances to assure himself that the accounting principles employed are consistent between 
the current and the preceding year. Where adequate records have been maintained by the client, 
it is usually practicable and reasonable to extend auditing procedures sufficiently to give an 
opinion as to consistency.
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.15 Inadequate financial records or limitations imposed by the client may preclude the 
independent auditor from forming an opinion as to the consistent application of accounting princi­
ples between the current and the prior year, as well as to the amounts of assets or liabilities at the 
beginning of the current year. Where such amounts could materially affect current operating 
results, the independent auditor would also be unable to express an opinion on the current year’s 
results of operations and changes in financial position. Following is an example of reporting where 
the records are inadequate:
(Scope paragraph)
. . . and such other auditing procedures as we considered necessary in the circum­
stances, except as indicated in the following paragraph.
(Middle paragraph)
Because of major inadequacies in the Company’s accounting records for the previ­
ous year, it was not practicable to extend our auditing procedures to enable us to 
express an opinion on results of operations and changes in financial position for the year 
ended (current year) or on the consistency of application of accounting principles with 
the preceding year.
(Opinion paragraph)
In our opinion, the accompanying balance sheet presents fairly the financial posi­
tion of X Company as of (current year end) in conformity with generally accepted 
accounting principles.
.16 If accounting records for prior years were kept on a basis which did not result in a fair 
presentation of financial position, results of operations, and changes in financial position in con­
formity with generally accepted accounting principles for those years, and it is impracticable to 
restate financial statements for those years,1 the independent auditor should omit the customary 
reference to consistency and present his report similar to the following:
(Middle paragraph)
The Company has kept its records and has prepared its financial statements for 
previous years on the cash basis with no recognition having been accorded accounts 
receivable, accounts payable, or accrued expenses. At the beginning of the current 
year the Company adopted the accrual basis of accounting. Although appropriate ad­
justments have been made to retained earnings as of the beginning of the year, it was 
not practicable to determine what adjustments would be necessary in the financial 
statements of the preceding year to restate results of operations and changes in finan­
cial position in conformity with the accounting principles used in the current year.
(Opinion paragraph)
In our opinion, the aforementioned financial statements present fairly the financial
position of X Company as of October 31, 19....... , and the results of its operations and
the changes in its financial position for the year then ended, in conformity with gener­
ally accepted accounting principles.
Pro Forma Effects of Accounting Changes
.17 In single-year financial statements, the pro forma effects of retroactive application of 
certain accounting changes should be disclosed.1 In such situations, the reporting provisions of 
section 535 are applicable to the prior year data.
1If resta tem en t of prior years’ sta tem ents is practicable, see section 420.10. 
1See paragraph  21 of Accounting Principles Board Opinion No. 20.
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